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VALUE AND THE LARGER ECONOMICS 
1. RISE OF THE MARGINAL DOCTRINE 


MOODS OF RECENT THEORIZING 

Either pessimism or optimism with respect to the results and 
the progress of economic theory in America can find support in 
the trend of events since the beginning of the century. The mood 
of pessimism must often possess the economists of that genera- 
tion that got its bent in the last quarter of the nineteenth cen- 
tury. Perhaps they planned to give their lives to perfecting the 
ideas that were then at the center of attention and that then 
promised fruitful developments in many directions. Even the 
partial solution of these problems of theory seemed to that 
generation almost to have brought economics to the promised 
land of scientific method and attainment. The mirage of final- 
ity in knowledge floats before the eyes of each generation of 
students. But it is the commonplace of history that the radicals 
of one generation live to see themselves marked as the conserva- 
tives of the next—this also when radicalism and conservatism 
relate only to the more abstract phases of philosophy and of 
method. It is calamitous if a rich vein of theory is abandoned 
before it is entirely worked out. If later critics (because of 
shifting interests and of preconceptions brought from other 
fields) do not comprehend the earlier doctrine, they are not able 
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to incorporate its valid results into a new body of principles and 
methods. In this lack of continuity of thought lies loss of energy 
and failure of a true unfolding of economic philosophy. 

This change in the spirit of the times disturbs also the larger 
group of moderate progressives. Hesitating and protesting 
they had accepted some part of the novel ideas of a generation 
ago, hoping to find respite from controversy. Being not zealots 
in system-making, not themselves feeling the irresistible urge 
toward a self-consistent logic, they sought only the quiet of 
agreement. And now they see the whole corpus of this new 
thought brought into question by a vigorous new criticism. They 
must feel a grievance that they ever yielded to the allurements of 
those novelties in opinion, their feeling softened only in part 
by a secret pride in the doubts that they from the first had 
cherished regarding it. 

Those, however, who seek the truth without feeling pledged 
to any formal economic creed, may find much in the recent out- 
put of critical and controversial literature in theoretical economics 
that is inspiring. It proceeds from an oncoming generation of 
scholars evidencing a breadth of preparation not only in economic 
doctrine, but in history, in the natural sciences, and in philosophy, 
and displaying an intellectual vigor and a fervor to find the “true 
theory,” that equals, if indeed it does not promise to surpass, the 
best of what has gone before. True, the questions discussed 
and the emphasis are very different from those of the past; but 
it is a very statical theorist indeed who would deplore this evi- 
dence that the pioneering spirit persists while there are still 
frontiers to possess. 

The names of the books, articles, and authors that justify 
this praise would make a long list, but the reader will find them 
pretty completely set forth in the notes to several recent writings 
which deserve, themselves, to rank at the very top of such a list." 


tJ. M. Clark, “Economics and Modern Psychology,” Journal of Political 
Economy, XXVI (1918), 1-30; 136-66; W. H. Hamilton, ‘The Place of Value 
Theory in Economics,” ibid., pp. 217-45; 375-407; Z. C. Dickinson, ‘The Rela- 
tions of Recent Psychological Developments to Economic Theory,” Quarterly 
Journal of Economics, XXXIII (May, 1919), 377-421; and the book by the same 
author, Economic Motives (“Harvard Economic Studies” [1922], No. 24); R. G. 
Tugwell, “‘Human Nature in Economic Theory,” Journal of Political Economy, 
XXX (June, 1922), 317-45. 
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THE OVERGROWN VALUE THEORY 


In this recent literature many parts of the field of economic 
theory have been traversed and the light of inquiry has been 
turned upon many of the older issues. To but one of these we 
give direct attention here, namely, the place of value theory in 
economics in the past and in the future. This question is inter- 
twined with most, if not all, of the other issues, and is implied 
in some manner in the contributions of many writers. If we 
begin with a reference to the views of Professor Hamilton, it is 
because in title and in thesis he has given this particular thought 
most explicit expression. And if we at first express dissent it 
is with respect to explanation of origin and cause rather than to 
the present fact; with respect to the how and the why rather 
than to the what. Yet the view that is taken with respect to 
the genesis of the situation in economic theory has important 
.bearings upon conclusions with respect to the present significance 
and to the outlook for the future. 

Briefly (and, therefore, incompletely) expressed, his thought 
is this: Economic theory ought to mean more than value theory, 
which it has come to mean; this is too narrow a conception to 
give room for all the theoretical aspects of the subjects properly 
to be included; some new method of procedure, and some broader 
conception of the content of economics must be found that will 
give to economics that inclusive unity which value theory is 
now unable to give. 

A first doubt must be mildly expressed as to whether value 
theory and economic theory are as fully identified in thought 
and usage of language as Hamilton assumes; whether, indeed, 
the expressions are “in the accepted vernacular, synonyms.” 
It may be conceded that such may be the case with some econo- 
mists and in some cases, but is it so, completely? Certainly 
some teachers have held the view, and continually impart it to 
their students, that theory is the essential, the formative element 
in all science, and that science is knowledge ordered and arranged 
as distinguished from facts separately apprehended and merely 
assembled. Thus in all branches of economic inquiry, commerce, 
money, transportation, public finance, etc., there are theoretical 
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problems, and more or less of theory may have been at any 
moment attained. Theory in this sense enters, and becomes a 
part of, every subject as soon as it begins to be studied, is always 
growing, never complete. Now, even though it may be said that 
value has come to be, in a peculiar way, the common element 
found in all the theory of economic subjects, this does not go so 
far as to affirm that economic theory and value theory are 
synonyms. Let it be conceded, however, that in large part 
(more with some economists than with others), value theory 
has held a dominant place. That leaves the larger question to 
be taken up later whether value theory is by its nature fitted to 
be the central and the unifying thought in the broader field of 
economic theory. 


DEPRECIATION OF THE MARGINALISTS 


We turn now to the explanation that Professor Hamilton 
gives of the way that value theory came to occupy this dominant 
position. In his view, this did not come about until the end of 
the era marked by the dominance of John Stuart Mill’s work, 
that is, at the very time that the subjective, or marginality school 
had its origin. The value theory, indeed, that held the domi- 
nant position is none other (the argument implies) than the 
marginality doctrine which from that time till this has held sway.' 


* Note on the terminology of subjective value. With hesitation I have chosen 
to use, in most cases, the term “marginality doctrine” to designate the general 
type of value theory mainly discussed throughout this paper; and the term “mar- 
ginalists” to designate those who in large measure have professed that type of 
theory. These terms are readily understood as applying to the type of theory 
usually designated (in English-speaking lands) as “marginal utility,” both by its 
adherents and by its critics. I cannot, however, bring myself to use the word 
utility in that connection, and for a great many years have not been able to do so, 
because of my belief that it involves a confusion of thought, a question-begging 
ambiguity, between desire and welfare, as will be repeatedly shown in the sub- 
sequent paper. Even the term “marginal” is inapt in its suggestion that margin- 
ality or finality is the most essential mark of this theory as contrasted with the cost- 
of-production theory. “Subjective” or “psychological” would much better stress 
the contrast with that which it displaced. So when these latter terms are used 
here as occasionally they are, the intent is not to suggest a different doctrine, but 
merely to recall the significant quality in the same one. “Marginism,” a term 
lately suggested, is tempting in its brevity, but has the drawback of crystallizing 
into too convenient form and making forever an “ism” of the feature of margin- 
ality. This feature is merely a mechanical, or at best, logical device, far less sig- 
nificant than the broader psychological aspects of the theory. 
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In Professor Hamilton’s picture it was not the doctrine of 
Ricardo, as amended by J. S. Mill, that achieved, or that was 
fitted to achieve this primacy, but it did prepare the way for the 
unity and the eminence that later value theory was to attain. 
In this view Mill made of economics a separate academic discipline 
which thereafter was pursued by “a group of professionals, of 
votaries who were schooled in its dogma rather than in the affairs 
of life, and who could be depended upon not to betray its 
traditions.’”* 

These are sweeping generalizations. Who were these “‘vota- 
ries,’ votaries of whom or what, what was “its dogma,” who 
schooled them in it, when and from whom did they get their 
“traditions” (for these must have come from the past and have 
required some time for their growth), just who were these men 
who were unschooled in the affairs of life, and what is the evi- 
dence that they were so? Just at this point where there was the 
greatest need to test the statements by the evidence of fact the 
writer ceased to be specific, and became confessedly ‘‘abstract,””? 
although a footnote refers to the Austrians and several Ameri- 
cans, beginning with Clark. But in place of specifications come 
more generalizations. Having no concern with practical prob- 
lems, these new theorists were moved by pure intellectual inter- 
est which proceeded ‘‘from within;” they were “‘drawn to eco- 
nomics by the logic and symmetry of its structure,” being 
“conventional and respectable workers who had curiosity, energy, 
and a wonderful love of order,’”’ and, in Hamilton’s opinion, no 
other qualifications whatsoever for intellectual work. 

These are fine and reckless words but to what period and to 
what men exactly do they apply if they be not a mere jumble of 
confused thinking over the economic theory between 1871 and 
1918. The context shows that these characterizations are meant 
to apply not to the rank and file of economic students, even those 

* Hamilton, op. cit., p. 244. 2 Ibid., p. 375. 

3 Hamilton is clearly right in omitting the mathematical economists (excepting 
Jevons) from consideration, for, however nearly they may have agreed in their 
fundamental principles with the non-mathematical marginalists, they were (again 


excepting Jevons) without appreciable influence upon the current of economic 
thought in America, in that respect which he is considering. 
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coming into graduate study, but to the leading teachers and 
writers who have since the day of J. S. Mill shaped and reshaped 
“the contents of Mill’s catholic category into a logical unity.” 
In any case I must confess to bewilderment that energy, curiosity, 
logic, intellectual interest, the clear insight to discover the 
inconsistencies that for a full century had escaped their prede- 
cessors (ranked by Hamilton as so far their superiors) should 
be offered as the best evidence that so facile a pen could adduce 
to show that value theorists, since J. S. Mill have been, by a 
process of natural selection, second-raters. 

Why the accent of mild contempt in the enumeration of these 
qualities, surely most essential in a theorist? Why describe 
these qualities merely as “‘conventional and respectable” ? Why 
not rather say “rare and yet indispensable”? From the dis- 
paraging contrast he draws between the marginalists and other 
enthusiastic and capricious explorers invading uncharted regions 
and hardy adventurers blazing new trails, we might infer that 
Hamilton was recruiting for an arctic expedition or for a journey 
into darkest Africa instead of formulating his ideal of the qual- 
ities fitting for the successful pursuit of theory. 


J. S. MILL AND VALUE THEORY 

The difficulty in interpreting this opinion is not entirely 
overcome by dividing the period of a half century into two parts, 
though this enables us to get to closer grips with the question. 
Let it be conceded then that those Americans that came into 
economics in the nineties and were stimulated and attracted by 
the value theory were mere followers (Epigonen); even then the 
description fits badly. They did not bring value theory into 
the center of attention; it was already there; and what brought 
it there is the question under consideration. Hamilton himself 
has said that it was J. S. Mill who by making economics an 
academic discipline,‘ “an institution,’”? made it possible for value 
theory to give a new organic unity to economics and to take its 
position of eminence.’ It would seem then, that it was between 

* Op. cit., p. 244. Whatever that phrase may mean, understood in the light 


of actual events. 


* Tbid., p. 375. 3 Ibid., p. 245. 
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1871 and 1890, or thereabouts, that value theory took this position. 
But those who came into economics at the end of this time, say in 
the nineties, must smile at the illusions of an unknowing younger 
generation when they hear the value theory of that time described 
as a body of dogma already fixed, unified, and surrounded 
with traditions. That was a period, in matters theoretical, of 
storm and stress, when even those portions of the newer value 
theory that are now most generally accepted and are beginning 
to be referred to superciliously in some quarters as passé were 
struggling hard for recognition; and other issues of importance 
not yet settled among economists were beginning to be appre- 
hended and contested. There was no one authoritative value 
theory; but the older Mill-Ricardianism was still entrenched in 
most of the places of preferment, while the various conflicting 
versions and combinations of the newer doctrines were slowly 
modifying opinion in many directions. 

We may not linger over the minor question as to the signifi- 
cances attached by Hamilton to the work of J. S. Mill. In our 
view, it was by Ricardo (not by Mill, and not by the marginal- 
ists) that the value theory, which with them meant really the 
explanation of market prices, was shifted to the center of atten- 
tion. And Mill’s economics was little, if any, more freed from 
connection with passing problems and with prices than was that 
of Ricardo. The essential thing is that Mill endeavored loyally 
to elaborate the Ricardian value theory and to perfect it (for it 
was the very foundation of Mill-Ricardian economics) and thus 
brought out into clearer light its untenable and unsystematic 
character. Thus Mill’s service was negative rather than positive, 
and the value theory that followed resulted from the conviction 
that the Mill-Ricardian system was in collapse, not that it was 
more systematic, unified, and complete. We leave this question 
here, to revert to it after a few pages. 


PIONEER MARGINALISTS ABLE AND INDEPENDENT 


We turn now to the picture that Hamilton has given us of 
the motives and characteristics of those who developed the newer 
value theory beginning with the early seventies. That picture 
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is surely a caricature of the real situation. The names of Jevons, 
Menger, and J. B. Clark are most fully representative of the three 
creative sources of the marginal theory, though Béhm-Bawerk 
and Wieser have outstanding importance in some respects fully 
as great. How do these men rank in intellectual ability relative 
to others in the roll of economists? The outstanding quality 
of Menger’s mind was recognized by all his earlier reviewers, even 
when they did not agree with (or obviously even understand) the 
novel ideas of the remarkable book he published at the age of 
thirty-one. The unusual vigor, independence, and originality of 
his mind seem to have been felt and esteemed by all those who 
came into contact with him throughout his long life. Jevons has 
been ranked by many as one of the five outstanding minds that 
have been turned to the study of economics in England. His 
versatility, originality, and vigor of thought are evident on every 
page, even where the reader of a later era can not agree with all 
his views. And J. B. Clark who is classed by his friendly Ameri- 
can critics in the list of the six ablest Anglo-American economists, 
is apparently conceded by all foreign critics the deanship of 
American theorists—verdicts which probably will be accepted 
in respect to his intellectual qualities even by those who do not 
value so highly his completed system of theory. 

Are these men to be described as devoted to the “tradition” 
of academic dogma in economics, which they “faithfully mastered 
before they made contributions to the literature” ?*’Even a 
casual regard for the facts should make impossible such expres- 
sions. They would best be interpreted as playful satire. 
Menger, who had been a prodigious reader and independent 
student for years before he published his fundamental work, 
never had taken an hour of university instruction in it. The 
first word of his Preface declares the failure, the sterility, of the 
economics of his day both in theoretical and practical directions, 
and the imperative need of seeking to give it new foundations. 
Jevons, a follower of tradition, he who shouted from the housetops 
“the need to break with the monotonous repetition of current 
questionable doctrines, even at the risk of new error!’* His 

* Third edition, p. 275. 
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writings teem with expressions of revolt. It is enough to recall 
the passionate protest against ‘“‘the noxious influence of author- 
ity,’ with which he closed his book on theory. Wieser began 
with the assumption that the theory of value “needs reforming 
from the very foundation,” and Béhm-Bawerk undertook ‘“‘to 
strike into entirely new theoretical paths.” J. B. Clark began 
his published utterances on theory with the declaration that 
“the traditional system was obviously defective in its premises.’ 

Most significant of all, in the case of all of these men, they 
showed themselves much more intent upon, and more successful 
in, stimulating critical activity than in building up schools of 
orthodox disciples. Whatever their own faults of method and 
doctrine, they began a new era of tireless, impersonal, non- 
partisan criticism. There is not and there never has been an 
orthodox marginalism. Even the Epigonen of marginalism (as 
Professor Hamilton conceives of them) have gone on doing their 
own little second-rate thinking. 


THEIR INTENSE PRACTICAL INTERESTS 


Hardly less romantic is the other idea advanced by Hamilton 
that the new value theory following Mill was the creation of a 
generation of closet philosophers withdrawn from interest in 
popular welfare and from contact with practical affairs. What 
can be the sole opinion on this question with any one that con- 
sults the facts has been recently expressed in these words: 
“Jevons from start to finish took the keenest interest in any 
project on behalf of the masses;’’ and the same author speaking 
of a group that included both Jevons and Menger says: “Few 
economists have striven harder to give the producer his share, or 
to raise by dint of concerted social effort under public super- 
vision, the average man’s level of living and thinking than the 
pillars of marginism.”* As to Béhm-Bawerk it is well known 
that he spent half the years of his active life in a most important 
ministerial position in the Austrian government, and in all rela- 

* Philosophy of Wealth, Preface. 


20. F. Boucke, The Development of Economics (1921), p. 237. This opinion 
is more noteworthy as coming from one who depreciates the work of this group in 
most respects, 
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tions of life always displayed to a marked degree the qualities 
of keen observation and of lively interest in practical affairs. 
To the same effect many facts of the life and interests of J. B. 
Clark might be adduced; but are not these well known to all who 
will see these pages? Only recently a man of broad education, 
not now a professional economist, but who years ago sat as a 
pupil in Clark’s classes, said to me: ‘‘Of all the teachers I have 
known, Clark, despite an abstract manner, had the clearest 
apprehension of practical issues and the most level judgment 
upon them. 

What, then, can be put in place of these impossible explana- 
tions of the motives that gave rise to the newer value theory? 
The answer is found in the break-down of the value-theory of 
Ricardo and Mill, and in the consequent need of finding some- 
thing to take its place. The evidence of this appears at every 
turn when we go direct to the sources. The facts are so well 
understood that they may be said to constitute an agreed state- 
ment. They have been related by more than one competent 
student. Our only task now is to set some familiar details in 
order and draw the right conclusions from them. 


FIRST REACTIONS AGAINST RICARDIAN THEORY 


The labor theory of value had been adopted by Adam Smith 
after only the most superficial discussion. Then followed his 
confusion of ideas regarding labor embodied and labor com- 
manded, labor as the source and as the measure of value, rent 
and profits now forming a part and now not a part of price. 
That the result was confusion was felt by all of the next genera- 
tion of economists. Ricardo made it his chief theoretical task 
to clear up this confusion. He pinned his faith to labor embodied, 
and sought to show that commodities exchange in proportion to 
the quantity of labor necessary to produce them. At the out- 
set he was convinced of the truth of this proposition and he 
succeeded in convincing others, but the moment he got beyond 

* See the scholarly essay by A. C. Whitaker, History and Criticism of the Labor 


Theory of Value (1904); also J. Leslie Stephens The English Utilitarians (1900), 
especially II, 204-16; 261-64. 
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his first superficial statement the difficulties began to occur to 
him. What is a quantity of labor? He answers this by a 
question-begging shift to the standard he had rejected, that is, 
to labor commanded, or to the value of the products which can 
be bought with labor, the very thing he had started to explain. 
Then, closing his eyes, he drives forward to meet the difficulty 
due to the varying proportions of capital agents used in differ- 
ent productive processes, and to the varying periods of time 
needed for the processes and to bring the products to market. 
He confesses that wherever these differences exist (which is 
everywhere) the labor-theory is to that extent invalid. But 
again, assuming that thus far he has proved instead of disproved 
his thesis, he goes on to meet the difficulty in cases where scarce 
natural agents are used in varying degrees in the production of 
different products. His answer, well known, the Ricardian law 
of land rent, on which his theoretical fame was mainly based, 
declares that rent does not “enter into,” or “‘form a part of” 
price (most evasive and ambiguous phrases) and that, despite 
the payment of rent, the simple labor-theory holds as an explana- 
tion of prices. He ends then as he began, yet he was not in 
truth convinced, and as his correspondence shows, his doubts 
and puzzlement continued to increase to the end of his life. But 
with his sophistical arguments he had given to this really primi- 
tive conception the phenomenal authority of his name, and it 
was to go on exerting a tremendous and evil influence in ways 
then all unforeseen. Labor is the source of value (exchange 
value, virtually market price, as he used it); labor is the cause of 
value; labor produces all wealth. Naturally follows the ethical 
and political conclusion: if labor produces all wealth then labor 
should receive all wealth. 

This conclusion was drawn almost immediately by contem- 
poraries of Ricardo, and while the commonplace McCulloch was 
striving as a faithful disciple to prove the unqualified truth of 
the labor-theory against even the admissions of Ricardo himself, 
“the Ricardian socialists” were drawing radical conclusions from 


* See my paper, “Price Economics vs. Welfare Economics, American Economic 
Review, X, 483-86. 
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it that in principle completely anticipated the later use of it by 
Karl Marx." 

This exploitation of the labor-theory led some liberal students 
before 1840 to re-examine the whole subject, and to outline in 
place of Ricardo’s labor theory an explanation from the side of 
desire and use, that anticipated in remarkable ways the main 
features of the psychological doctrines that appeared after 18702 
The later views have hardly any discoverable connection with 
the earlier statements but were developed independently not 
only of each other (Jevons, Menger, Clark) but of the earlier 
formulations. These independent origins, at many places, of 
the psychological doctrine are, of course, not conclusive proof 
of its soundness, but they are proof that here was not a point of 
view so whimsical that it would occur only to a single eccentric 
mind, but one that was hit upon repeatedly by a succession of the 
most brilliant thinkers that gave their attention to the problem, 
under widely differing circumstances. The one element and 
motive common in the situations of all of them appears to have 
been the conviction of the failure of the labor theory as reasoned 
explanation, and, hardly less clearly, its use as a tool ‘n political 
propaganda. 


MILL’S ATTEMPT AT RECONSTRUCTION 


The liberal subjective theorists of the thirties were indeed 
strangely “‘neglected” by their successors. But the events of 
the time, the triumph of free trade and the corn laws and the 
more or less fortuitous events which enhanced British prosperity 
in the forties and fifties, gave to the Ricardian liberals their first 
and their greatest period of popular success. John Stuart Mill, 
publishing his work in 1848, rode on the crest of this wave, and 
for the next two decades the Ricardian economics, as reformulated 
by Mill, held the place of authority as never before or since. 
Mill’s discipleship to Ricardo was such that he had been scarcely 
touched by the adverse criticisms of the labor theory of value, 

tSee Anton Menger, The Right to the Whole Produce of Labor (original, 1886, 
English translation, 1899), as well the text as the Introduction by H. S. Foxwell. 


2 See E. R. A. Seligman, “On Some Neglected British Economists,” Economic 
Journal, XII (1903), 335, 511. 
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yet as he went on step by step dealing with the problem he felt 
the same doubts that Ricardo had felt, and attempted to remove 
them in the same way. But he tinkered with the difficulties in 
various other ways. He gave up labor units (quantities) for 
enterpriser’s cost-of-production as the more immediate explana- 
tion of “value” (prices). This in turn he analysed into labor 
commanded, not abstract quat.‘ities of labor, but wages. This 
was the standard against which Ricardo had argued strenuously, 
though not free from its use himself. Moreover, Mill made all 
the exceptions and admissions that Ricardo had made, and made 
them more broadly. He recognized large classes of valuable 
purely ‘‘scarce goods” into which no labor (or little) entered; 
other large classes into the price of which entered a “value” 
derived solely from the scarcity of natural resources, taking thus, 
without batting an eye, a step that logically wrecked the doctrine 
of the non-relationship of ‘‘rent” to prices; and finally, more or 
less inconsistently, substituted a demand and supply theory of 
wages for the Ricardian idea of wages rooted in the physical 
facts of food and population. The result was a complex scheme 
of explanation of prices, wages, rents, etc., which looked like a 
badly dilapidated Ricardian just released from the hospital, but 
which so satisfied Mill that he gave utterance to his famous self- 
congratulatory exclamation, ‘‘nothing remains.” It exercised for 
a time, and in declining measure strangely continues even to the 
present day to exercise, some authority over popular and pro- 
fessional opinion; but it did not satisfy Mill himself for long, who 
found himself in the last decade of his life amending and abandon- 
ing important parts of it. Nor did it satisfy any one of the more 
competent critics, even the most friendly, that gave it close study. 

Mill’s amendment of the Ricardian theory was unsatisfac- 
tory both as a work of theory and as an aid in the answer to 
socio-political questions.t As a reasoned explanation of prices 
it was revealed as more superficial even than that of Ricardo, 
being a mere commercial explanation of prices, prices reduced 
to a sum of other prices, the price of goods to the price of the 
labor producing the goods, which in turn if it was to be explained 


*See my “Price Economics,” etc., op. cit., p. 485. 
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at all, had to be derived from the price of the goods produced 
by the labor. The explanation remained almost completely 
objective, outside of the minds and feelings of men. As a result 
Mill’s theory displeased both the logical thinkers and the human- 
itarians who deplored the alienation of political economy from 
concern with the welfare of men. When both intellectual power 
and humanitarian interest are united in one person as in Jevons, 
or Menger, or J. B. Clark, it is not surprising that something 
noteworthy happens in the history of economic thought. 


PRESSURE OF RADICAL PROPAGANDA 


Another influence came from the side of social and political 
agitation and was at work with these; nor though mentioned 
last here, was it last in the order of events that we are consider- 
ing. Its beginning antedates doubtless the first thought given 
to the value problem by Jevons, Menger and their colleagues. 
Marxian socialism rose on the horizon, at first no bigger than a 
man’s hand, in the Communist manifesto at almost the date of 
Mill’s book; the surplus value theory took its essential form in 
1859, and was fully stated" in Das Kapital in 1867. 

The communism of Marx, his “scientific doctrine,” as is well 
known, was built on two pillars (as F. Engels calls them) one, 
the philosophy of history, the other the economic theory of 
surplus value. The latter was based by Marx avowedly on the 
labor-theory of Ricardo,? indeed is the same thing in a new garb. 
When it was given a political aspect it meant that if labor 
produces all wealth, then labor is entitled to enjoy all wealth. 
Directed at middle class economists that held the Mill-Ricardian 
labor-theory of value, this was an unanswerable argumentum ad 
hominem Well I remember the confidence and gusto with which 


* Except for the futile attempt to solve the puzzle of the unit of labor in the 
posthumous third volume of Marx. See Whitaker, op. cit., pp. 61-62, 64-68. 


2 Admitted by Veblen (The Place of Science, etc., p. 412) although he attempts 
to show in a metaphysical argument that Marx and his followers as well as their 
opponents have been mistaken in believing this (Ibid., p. 444). 

3 Professor Simkhovitch, in his acute interpretation of Marx (Marxism vs. 
Socialism, 1913), shows that Marx himself disavowed all ethical arguments for 
socialism. He professed a fatalistic, materialistic doctrine that socialism simply 
had to come because of the working of immutable forces. We do not mean to con- 
trovert this view farther than to suggest that it relates rather to Marx’s esoteric 
doctrine than to the popular understanding and use of it. 
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this demonstration of the truth of Marxism was still presented by 
socialist speakers in the nineties, as I listened to it from Berlin 
to San Francisco, when it was generally though mistakenly 
assumed that all bourgeois economists were still orthodox 
Ricardians. Meantime Henry George’s semi-communistic doc- 
trine of land confiscation, based on a version of the labor theory, 
or on the rent feature of it, appeared in the later seventies. Just 
as the liberal, middle-class economists in the face of the Ricardian 
socialists had been impelled to re-examine the theory of value in 
the thirties, so were the economists of the latter sixties, and the 
seventies in the face of a more aggressive communistic argument. 
The evasive and self-contradictory labor-theory as left by J. S. 
Mill, though it still might have influence in the conservative 
middle-class, was a broken reed against the surplus-value attack 
upon the system of private industry and private property. 

Professor Hamilton in his explanation of the rise to dominance 
of the new value theory after 1870, as we have seen, depicts its 
originators as reacting to no outside interests whatever, but as 
driven by the internal urge of intellectual curiosity. But he does 
admit some relation of their thought at a later stage to contem- 
porary political discussion of the socialist and single tax move- 
ments. This, in his account, came tardily, “eventually,” and 
“as the last half of the nineteenth century advanced.’* Thus 
this influence is described as subsequent in time and secondary 
in importance to the other motives at work. 

Our recognition of these practical influences is far from the 
assertion or the admission that the conception and adoption of 
the newer subjective (marginality) theory of value to displace 
the Ricardian labor theory was a deliberate piece of partisan 
special pleading. Even the propagandists who have been hardest 
hit by this change of front have never ventured to maintain this 
directly. Every important new tendency in the philosophy, or 
theory, of the social subjects has been somehow stimulated by 
contemporary events. The human mind has a marvellous 
capacity to retain incompatible elements within the limits of an 
abstract theory. Rude contact with the world of events is often 
what tests or betrays theory, and forces thought out of the 
* Op. cit., p. 381. 
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conventional ruts. Every theory must ultimately meet two 
tests; one, that of internal consistency, the other that of consist- 
ency with reality. Each of these is impersonal, logical, non- 
partisan, and not simply an adjustment of beliefs to preconceived 
ends. And it will hardly be disputed even by its severest critics 
that the subjective school in much of its work reached the highest 
level yet attained in economics in critical methods and impersonal 
reasoning. Indeed some critics even in accepting its fruits, seem 
to hold these very qualities against it. One resents being forced 
to change his views by the sheer force of logic: it is pleasanter to 
be cajoled out of one’s opinions. 


SUBJECTIVE THEORY COMBATS MARXIAN ECONOMICS 


A casual examination of the works of Jevons, Menger, Clark, 
and of their most influential colleagues, reveals from first to 
last evidences of this undercurrent of interest in the political 
bearings of the value theory. Chiefly it is the labor-value pillar 
of the Marxian self-styled “‘scientific” socialism that is in mind, but 
the rent theory of H. George some years later (1886) showed its 
influence especially upon the development of the capital value 
concept of J. B. Clark. The application of the subjective theory 
to the Marxian doctrine appears more prominently and explicitly 
in Wieser’s Natural Value in 1888, and in Béhm-Bawerk’s Karl 
Marx and the Close of His System (translation in 1898) after the 
appearance of the posthumous third volume of Marx. This 
application had, however, been recognized from the very begin- 
nings of the subjective school. The psychological conception of 
value thus after 1890 rapidly interpenetrated economic studies 
in various directions. In the decade of the nineties liberal 
(“bourgeois”) and socialistic students alike became familiar with 
it. The latter group at first affected to disprize it, but soon were 
compelled to recognize that their bourgeois opponents had aban- 
doned the cost labor-theory and were far more strongly 
entrenched behind a use, or psychological valuation theory. 
The old argumentum ad hominem against the bourgeois economist 
had lost its point. Labor (services) had no predetermined value; 
or value creating power; the chain of explanation ran not from 
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labor to products, but from products back to labor. By the 

same process and with exactly the same rational justification, 

at least prima facie, values (importance) and prices were seen to 

be attached to the uses dependent on material agents, as well 

natural as artificial (whatever were the limits set to the concept 

of capital). By 1900 the intellectual leaders in the younger 

generation of socialists were pretty generally recognizing that, as 

Darwinism had undermined the materialistic philosophy of | 
history,t so the subjective theory of value had undermined the 

other pillar of Marxism, the surplus value theory. Denial 

followed by depreciation ended with unwilling conviction, not 

that the bourgeois position was sound, but that the ground of 

defense of their own belief in the surplus value theory was no 

longer tenable. They did not of course feel the need to change, 

would not change, their belief in the program of communism, 

but they did very hastily need to find a new rationalization of 

their belief, or go without any. The revisionist movement, to. 

the dismay of the ‘‘old guard” communists, gained rapid head- 

way among the leading socialists and a sympathetic critic of 

Marx was able (or forced) to say as early as 1906: ‘The Marxian 

system of socialism . . . . has for the most part been given up 
by latterday socialist writers. The number of those who hold 
it without essential deviation is growing gradually smaller.” 

The opinion just quoted admittedly applied to the economic 
pillar (the value theory) as well as to the philosophic one, but 
Veblen unconvincingly denies to the subjective value-theory any 
influence in this change. He waives aside such a claim by vague 
suggestions that Marx was impregnable to any mere bourgeois 
criticism. ‘The (hostile) critics of Marx have not sufficiently 
appreciated the radical character of his departure, etc.”3 Then 
follows this sarcastic verdict: ‘‘A discussion of a given isolated 
feature of the system (such as the theory of value) from the point 
of view of classical economics (such as that offered by Béhm- 
Bawerk) is as futile as a discussion of solids in terms of two 


* Described in Veblen’s scholarly essay on “Marxism” (1907), reprinted in 
The Place of Science, pp. 431-56 (second essay). 


* Veblen, of. cit., pp. 428-29. 3 Ibid., p. 409. 
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dimensions.’* The only attempt in what follows to make this 
statement intelligible is? to dispute Marx’s own belief that his 
doctrine, in its elements, was identical “with the labor-value 
theory of Ricardo.” But this is merely an exercise in casuistry 
for Veblen’s own amusement. He does not mean that Marx is 
right or his position tenable. He concedes that “it is given up 
by socialist writers.”” Later Veblen himself* after speaking of 
other phases of Marxian doctrine that have “fallen into abeyance 
if not into disrepute” says: ‘It fares not much better with the 
Marxian theory of value and its corollaries and dependent doc- 
trines.” And then a little later, he airily dismisses the whole 
question of value-theory. “Little need be done by the Marxists 
to work out or to adapt the Marxian system of value theory, 
since it has but slight bearing on the main question.” 


ITS SIGNAL VICTORY 


Veblen then admits that Marxism is left without any “com- 
petent theory of value” that has any relation to their hopes or 
claims, yet he grants to the socialists a full absolution for their 
sins of omission, because the conservative economists have not 
yet presented a value theory that is satisfactory to Veblen. A 
truly generous conclusion. But the conservative value-theory 
was potent enough to strip Marxism of its claim to being 
“scientific.” Its claim (on its economic side) was based solely 
on its value-theory, and this in turn on the then usually accepted 
Ricardian doctrine. It professed to explain prices (and wages 
and profits) as they actually were, not in a metaphysical world. 
On this very ground‘ the new theory of value met Marxism and, 
whether itself perfect or not, drove the surplus value theory from 
the field. No other explanation of the collapse of the Marxian 


t Ibid., p. 410. 2 Tbid., p. 422. 3 Ibid., p. 443- 

4 It does not do, therefore, to suggest evasively (see Veblen, op. cit., pp. 421-22) 
that the subjective theory of competitive price does not touch the value that Marx 
meant, but which, Veblen declares, Marx expressed with a “possibly intentional, 
oracular obscurity” (p. 422). That is for Marxism a more discrediting and at the 
same time futile defense, than any other; for it asserts that Marx never discussed, 
and never intended to discuss, the subject that he made his readers and his fol- 
lowers believe he was discussing. 
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surplus-value theory in intellectual circles, as well socialist as 
bourgeois, has been advanced, and it would be difficult to find 
in the whole history of economic thought a more complete 
victory of one idea over another." 

This is unchangeably true no matter what and how many 
defects may be discoverable in the marginal theory by industrious 
and exacting critics. A solar-plexus knockout is no less decisive 
because both boxers were weak in their foot work. What though 
the psychological presuppositions of the marginalists, one and 
all, were tainted with hedonism, and not in accord with the best 
recent psychology? Was the psychology of the Mill-Ricardian 
group on the one hand, and of the Marxians on the other, any 
better? Assume, or grant, equal fault in this or in certain other 
respects, yet did the then rival theories not differ in respect to 
other qualities and merits? They certainly did, and this fact 
determined survival in their struggle for existence. What was 
it that moved Veblen to speak years ago of “the fruitful activity 
of the Austrians,’ a phrase which despite all his truly brilliant 
analysis of their work since, he probably would not wish now 
to repudiate? Lost to respectable intellectual recognition is the 
Ricardian labor-theory, gone is Mill’s complex and confusing 
version of it, gone is the once infallible article of Marxian faith, 
and the value-theory of whose dominance Hamilton grievously 
complains is the value-theory of the marginalists, Jevons, 


Menger, Clark, and company. 


FRANK A. FETTER 
PRINCETON UNIVERSITY 


* See Simkhovitch, op. cit., pp. 254-77, on “the Collapse of Marx’s Theory of 
Value.” 


20p. cit., p. 83, 1899. 


[To be continued] 








OVERHEAD COSTS IN MODERN INDUSTRY 
III. HOW AND WHY LARGE PLANTS BRING ECONOMY 
I. MOTIVES TO EXPANSION VERSUS ECONOMIES RESULTING 


Perhaps one should ask two questions about these economies 
rather than one, namely: What were the impelling motives to 
the development of large plants, and what are the economies 
which result after large plants have been built? Frequently the 
difference between the two would be merely the difference 
between gains expected and gains realized, but frequently also 
it would be something more than that. Business expands under 
pressure of the economies of full utilization of existing plants. 
Business men become accustomed to thinking of the value of 
added business in these terms, and continue pushing sales, until 
a larger plant becomes necessary. The economies resulting from 
this increase may be nothing like as great as the previous econo- 
mies of fuller utilization; in fact, if the plant grows piecemeal 
without having been carefully planned to make such growth pos- 
sible, the result may be an increase rather than a decrease in 
costs.* 

For example, we have seen that railroad men appear fre- 
quently to think of the cost of added traffic as very low, because 
a road can nearly always carry a little more without increasing 
the fixed plant and equipment or the “constant” operating 
expenses. And they continue to think in these terms even at the 
moment when they are enlarging their plants to handle the grow- 
ing traffic and are getting little or no economies from the increase.” 
To some extent it would be fair to say that the economies govern- 
ing traffic policy are chiefly those of increased utilization of the 
existing plant, while those that actually result are chiefly the 
long-run economies of increased plant, and that the latter 

* See papers by H. H. Titsworth and Henry T. Noyes in Annals of American 
Academy of Political and Social Science, September, 1919, pp. 63-65, 68-69. 

2 See previous article in this Journal, XX XI, 223-24. 
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are far smaller than the former, so that policies of increasing 
traffic are based partly on expected gains that cannot in the long 
run be realized. 

Especially is it true of large consolidations that the motives 
are likely to be different from the realized economies, for the 
motives include promoters’ profits and the gains of partial or 
complete monopoly. In the present paper, however, we shall be 
dealing with the large single plant, as the subject of combination 
would lead us too far afield. 


2. BASIC ECONOMIES OF FACTORY PRODUCTION 


It is one thing to increase the output of a business from almost 
nothing to moderate size, and another thing to increase further 
the output of a business that is already quite large. In general, 
different forces are at work in the two cases, or at least the impor- 
tant forces are different. An output so small as to be next to 
nothing is always wasteful to produce, and this is so obvious that 
we naturally take it for granted. Adam Smith explained the 
fundamental reason as well as it can be done when he explained 
the advantages of the division of labor and showed how it is 
“limited by the extent of the market.”” Nobody can produce 
anything efficiently until he becomes a specialist in producing it, 
and he cannot become a specialist until he can make it his chief 
business in life to turn out that one product. He can become 
still more efficient in some part of the job if he can concentrate 
his time on that, but in that case there must be enough goods 
turned out so that he can afford to devote his whole time to one 
part of the process wiiile other people are doing the same for other 
parts. 

A village has to grow to a certain size before it pays one man 
to spend all his time making shoes; but it requires a huge national 
market to make it worth while to divide shoe-making into one 
hundred and ten separate processes with specialists spending their 
whole time on each one. Pin-making in Adam Smith’s time was 
in an intermediate stage, for there were eighteen processes, but 
Smith found a factory employing only ten men. These men were 
already using “machines,’’ but obviously not the automatic power- 
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machines of the present day. In any case, however, the subdi- 
vision of labor so simplifies each man’s task that it can be done 
by a machine, and so makes the machine inevitable. Some 
machines have taken over whole crafts; crafts of some difficulty 
and skill. The spinning-jenny did this, and the power-loom. 
But these were the great inventions of the brief heroic age of the 
industrial revolution, and the tribute of respect we still pay them 
is witness to the fact that such achievements were rare. 

The moment we pass from a tool to the simplest kind of a 
machine, we have a new servant who is even more of a specialist 
than the laborer and it takes a still larger output to make it worth 
while for us to devote this specialist to one particular kind of 
work. He has such a decisive advantage over the ordinary 
laborer that it may pay to use him even though we cannot keep 
him busy all of the time. He puts the strength of steel in place 
of the strength of the human tissues and multiplies the power of 
men’s muscles by the principle of the lever and the screw, or 
harnesses the fall of rivers or the push of expanding steam. His 
fingers are never unsteady and he always makes the same motion 
in the same way, no matter how many times he has to repeat it 
or how rapidly he works. He can do many kinds of things that 
are practically impossible for ordinary labor. In somewhat the 
same way chemical reactions will do things that cannot be done 
by mere mechanical force, but it always takes a certain amount of 
specialized apparatus to carry on the processes of industrial 
chemistry, and this is merely another sort of machinery. 

The machine can have a hundred hands, each equipped with 
precisely the tool for the next operation, so that it never has to 
lay tools down or pick them up. It has virtually unlimited 
strength and can force metal into a mold or die at a single blow, 
shaping it in a fraction of a second more accurately than a crafts- 
man could after long and painstaking effort. It can strike any 
number of blows at once without needing to look and take aim, 
and can do things in twenty or two hundred different places at 
once, all with absolute accuracy. It can work so fast the eye 
cannot follow the motion, and always with the same precision. 
It relieves man of the burden of moving his materials from one 
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process to the next, and by feeding them to the worker it inci- 
dentally sets his pace for him with an inexorable insistence. 

When the machine takes over a process which a laborer used 
to perform, it still commonly requires a laborer to tend it, so that 
the outlay for this one process is not diminished, but rather con- 
siderably increased. To make a saving, the output must be 
increased at least in proportion to this increase in cost, while the 
speed and tirelessness of the machine make it able to increase 
output vastly more than this. It might, for instance, cost as 
much as five men and be capable of doing the work of fifty. 
But this would really mean more than a fifty-fold increase in out- 
put, because, as in Adam Smith’s small pin factory, some men 
performed two or three processes, putting only part of their time 
on each, while the greater overhead cost of the automatic machin- 
ery made such a part-time system too wasteful to be tolerated. 
Persons being indivisible, it is small wonder that the size of 
plants increased, and small wonder that Henry Adams sought 
the historical formula for the nineteenth century in a geometrical 
progression; man’s application of power doubling every decade. 


3. THE GENERAL LAW OF MECHANICAL IMPROVEMENTS 


The quantity and quality of equipment which it pays to instal 
depends on the amount of use that will be made of it. It may 
not pay for a settler to lay a water pipe to save carrying three pails 
of water a day from a spring a few hundred yards from his camp. 
If the camp grows to a tiny settlement, it may pay to lay some 
sort of a trough or pipe to save the carrying of one hundred or 
more pails of water every day, and if the little settlement grows 
into a town, it will pay to instal a reservoir with underground 
pipes and perhaps a pumping system. A pipe is a fixed expense 
and the work of carrying pails of water is a variable one, and the 
fixed expense is for an equipment which makes variable expenses 
unnecessary. This is the type of all labor-saving machinery and 
all enlargement or development of labor-saving equipment. The 
saving is measured by the cost of carrying each pail of water 
multiplied by the number of pails that have to be carried. If 
this amount bulks large, it would pay to instal a considerable 
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equipment to avoid it, while if it is small, the equipment may be 
uneconomical. 

The general rule governing all such questions of policy may 
be put in this form. Most labor-saving devices of a mechanical 
sort call for an investment in some sort of machinery or equip- 
ment and by means of this investment the labor costs of operation 
can be reduced. In other words, it is an increase in “fixed costs” 
which is to be balanced against a saving in the direct cost of opera- 
tion which, apart from just such changes in methods as we have 
spoken of, vary roughly with the amount of output. There are 
three principal quantities which determine whether it pays to make 
the change or not. The cost of the fixed instalment may be large 
orsmall. The saving on every unit of output that can be turned 
out by its help may be large or small. And the number of units of 
output on which this saving is made may be large or small. 

If the invention is one that means a huge saving, it will pay 
to use it even if there is not enough business to keep it busy all 
the time or even a large fraction of the time, or to use it to any- 
thing near its full capacity. Some devices may involve such an 
extremely large saving that they come to be regarded as funda- 
mentally necessary to anything like efficient operation. The 
patterns of a foundry are an extreme case of a form of equipment 
which is so necessary that the foundry cannot do without it even 
though it is idle most of the time. The minimum plant of a 
single-track railway is a less extreme case. Other devices are so 
important and bring so big a saving that plants of moderate size 
instal them even though they can only be used to a fraction of 
their total capacity, although an extremely small plant might not 
find them absolutely necessary. Lastly there are devices that 
bring only a slight saving, and these devices will not generally pay 
to use at all unless they can be worked very nearly up to their full 
capacity. Such things are generally improvements on the quality 
or increases in the size of the working units of the more funda- 
mental machinery (for example, bigger cars or heavier rails), or 
subsidiary devices installed for the sake of various minor econo- 
mies, such as the saving that is gotten from a slight reduction 
of the ruling grade or of curves on a railroad. 
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Whenever any equipment is working at less than its full capac- 
ity, there is, of course, a loss in efficiency, or rather, the full effi- 
ciency has not yet been reached. But there are two kinds of 
saving gained in connection with most introductions of mechani- 
cal equipment. The first comes when the new device is intro- 
duced and begins working, generally short of its full capacity, 
and sometimes very far short. The second comes with such 
growth in output as enables this machinery to be used more nearly 
up to its full capacity. The second is the chief kind of saving we 
get a chance to see going on, in the case of the big fundamental 
and necessary kinds of equipment, such as the minimum outfit 
of roadbed, rails and rolling stock for a railroad. The introduc- 
tion of this equipment can only happen once and the saving is so 
great that it pays for the investment, even on a small traffic. 
Before the recent revolution in prices, the cost of moving goods, 
by road, ranged from 15 to 30 cents per ton-mile,’ and the average 
operating cost on railroads was about half a cent per ton-mile. 
Another three-tenths of a cent per ton-mile furnished, on the 
average, the return on the investment. Traffic might be so sparse 
that a railroad worked at only one-twenty-fifth of average (not 
maximum) efficiency and it would still be cheaper to move goods 
by rail than by wagon, and enough cheaper to pay for the invest- 
ment. Thus it paid to build railroads long before there was 
traffic enough to utilize their capacity efficiently, and there was a 
long period after the first construction when any increase in 
utilization was almost clear gain. 

Since traffic was so sparse at first, it did not pay to put in any 
equipment that was not absolutely necessary. ‘Trestles were of 

?From an investigation by the United States Department of Agriculture, 
published in 1907. Mr. Charles Whiting Baker estimated in 1919 that before the 
war the cost of hauling farm produce on country roads was 25 cents per ton-mile, 
while motor-truck costs ran from 12 to 25 cents (Engineering News Record, July 10, 
1919, pp. 52-53). These estimates presuppose good roads. Average costs today 
are probably nearly twice as great. The figures are supposed to cover interest on 
the carrier’s investment, but nothing for the highway. For the purpose in hand, 
there is no harm in comparing these costs with rail rates, even though they are not 
strictly comparable, remembering that a motor highway that will “stand up” under 


trucks requires an investment of $25,000 per mile and upward, Many early rail- 
ways cost less than this, though they could not be reproduced for that sum now. 
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wood, ridges were crossed by switchbacks instead of by tunnels 
or deep cuts, grades were steep and “pusher engines” were used 
on the worst ones, or trains were cut in two and taken over in 
sections, and the general character of the early equipment was 
hit off in the phrase: ‘two streaks of rust on a right-of-way.” As 
the traffic grew, it became economical to put in tunnels and cut 
down grades for the sake of the saving in operating expenses, 
though it might have been positively wasteful to do this at the 
very first. Thus the growth of traffic brought one sort of econ- 
omy in the increased utilization of the plant which was already 
installed and another sort of economy from the larger and better 
fixed plant which the larger traffic made it profitable to put into 
use. 

This adaptation of equipment to volume of business is a com- 
monplace in railroad construction. The weight of rails and 
smoothness of the track, the quality of the ballast and its up-keep, 
the steepness of grades and sharpness of curves, and the size of 
locomotives and cars, all depend upon the density of the traffic, 
that is, they do if the railroad is economically constructed. The 
Virginian Railroad might be cited as the exception that proves 
this particular rule. “The late H. H. Rogers, the promoter and 
owner, a wealthy financier with no experience in railroad matters, 
desired to have a coal carrying line far superior to any other in the 
land.”* The result was a single track road with grades and curves 
well-nigh eliminated, but at a cost of about $176,000 per mile for 
road and equipment,” or nearly three times the average for all the 
railroads of the country at that time. In 1910 the road com- 
menced serious operations as a carrier, and in the next three years 
failed to cover its fixed charges by more than three and a half 
million dollars, in spite of the fact that operating expenses ab- 
sorbed less than 64 cents of every dollar of earnings, leaving an 
unusually generous proportion to cover fixed charges. Bonds 
were reduced and with growing traffic the road showed a phe- 
nomenally low “operating ratio.”” A considerable surplus was 


* Sakolski, American Railroad Economics, p. 99. 


* Interstate Commerce Commission, Statistics of Railways. The figure is for 
1912, the year when rapid growth of investment ceased. 
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accumulated, though dividends were not paid except in 1917, the 
last year before federal operation. 

The road has been noted for its low operating expenses, which 
absorbed only 50.75 per cent of gross earnings in the banner year 
of 1916, yet in that year the net earnings from rail operations were 
only 2.8 per cent on the cost of road and equipment, or less than 
half the average for the roads of the country. If by reason of the 
perfection of the plant, operating expenses had been reduced to 
zero, net earnings would still have been below the average per- 
centage on investment. 

This of itself is fairly convincing evidence of overinvestment. 
The same result is indicated by a priori considerations. Let us 
suppose that an increased investment in way and structures takes 
effect by enabling the same locomotives to haul larger trains, and 
thus increases the possible output, and let us suppose that the 
stage of diminishing return has not yet been reached (meaning, 
diminishing return with reference to the proportion of variable 
to constant factors in this case). The variable factors are chiefly 
way and structures and cars, and the expenses that go with them 
in the way of maintenance. The constant factors are locomo- 
tives, and the labor involved in “conducting transportation.” 
Coal might be treated as constant, though there would actually 
be some increase in consumption. The road could then handle 
10 per cent more traffic with the same outlay for locomotives and 
their maintenance, and for “conducting transportation,” and a 
10 per cent increase in “way and structures” and their main- 
tenance, and in cars. Common sense will testify that this is the 
most favorable possible assumption, especially as diminishing 
returns are the normal thing in all industrial combinations of 
productive forces. Now if the traffic did not increase, the same 
condition would take effect in enabling the existing traffic to be 
handled with 1o per cent fewer locomotives and 10 per cent less 
expense for “conducting transportation.”? In the case of the 


*The reader is referred to the previous article in the April number of this 
Journal, for the background of this bit of argument, remembering that this is a 
case of “proportion of factors.” 

* This case is not wholly fanciful. The rehabilitation of the Western Mary- 
and from 1913 to 1916 shows an increase of trainload without much change in 
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Virginian Railway, if the last 10 per cent of the expenditure on 
way and structures yielded this much service, it was still a losing 
investment. Taking conditions as they were in 1916, the chief 
items in the comparison would be an increase of probably about 
$360,000 in the annual burden for interest and taxes * and a saving 
of $179,214 in conducting transportation, plus a possible trifling 
saving in maintenance. Thus the gain might be a little more than 
half the cost, on the most favorable possible assumptions. 

The railroad with growing traffic—the typical railroad—is 
constantly figuring whether its business has or has not reached 
the point at which it will pay to add something to the “fixed” 
investment for the sake of a saving in the operating expenses; 
for example, to cut down the ruling grade, or to lay heavier rails 
and get more powerful locomotives. They have constantly 
before them two ways of handling the growth of their traffic. In 
one the “constant” expenses remain constant and the variable 
expenses grow with the traffic, and in the other the “constant” 
expenses grow but the variable expenses per ton mile shrink. At 
some point in the growth of traffic the cost by the two methods 
will be equal, and the differential cost of the added traffic will be 
the same, whichever way it is handled. Thus there are two 
reasons for increasing the fixed plant; the necessity of added 
capacity and the opportunity for added economy. Some in- 
creases in plant are made necessary by growing traffic, others are 
made profitable, though they may not be necessary. 

To prove the importance of this latter class, one need only 
remember that, in general, capital per establishment is growing 
faster than value of output, hence the economies of large-scale 
production are not typically due to the fact that investment costs 
remain constant, but to the fact that increased investment 


‘conducting transportation”’ expense per train. Since the plant to start with was 
dangerously inadequate in spots and badly proportioned, one is justified in assum- 
ing that this was an unusually favorable opportunity to make added capital pro- 
ductive. See Railway Age Gazette, August 4, 1916, pp. 183 ff. 

* The writer does not have at hand figures showing how the investment was 
divided between way and structures, cars and locomotives; hence this figure is to 
some extent conjectural, but there is no plausible hypothesis that would make it 
less than $300,000. 
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reduces the “variable costs.” In public utilities, cost of plant 
does not grow nearly as fast as producing capacity, but operating 
expenses grow still less, so that the proportion of investment 
charges is heavier in the larger plants." All these facts should 
suffice to prove that no set formula which divides the existing 
expense accounts into two classes labelled “constant” and “vari- 
able” can possibly be an accurate description of the long-run 
economies of increased business. 


4. PHYSICAL ECONOMIES OF LARGE MECHANICAL UNITS 


Very small machines are worked by man power, while larger 
ones use steam, electricity or some other form of power. Very 
small power units are too uneconomical to be worth using. The 
multitude of little operations involved in housekeeping are of 
this sort, and while machinery has long been used to lighten the 
housewife’s labors it was necessarily muscle-power machinery, 
such as carpet-sweepers, until men learned to develop their power 
in a huge central electrical plant, and take a little bit of it at a 
time through a very small motor. A toy steam engine, even a 
fairly big one, is not worth using even for work that is within its 
power. The work of feeding it, adjusting it, and controlling it 
almost duplicates the work that would have to be done for a 
bigger engine, but only produces a tiny fraction of the power the 
bigger engine would create. 

In fact, the engineer could furnish more power with his own 
muscles. In the language that we have used before, the labor 
of tending an engine would be practically a constant expense if 
we were to increase its size from the proportions of a toy to those 
of the small-sized engines one sometimes sees at work on pile 
drivers or construction work. A locomotive needs two men 
instead of one, plus oilers, wipers and other specialists in various 
jobs connected with tending the engine. These latter specialists 
work about the roundhouse and take care of a considerable num- 
ber of engines. And so it goes; the ocean steamship employs a 
small army of stokers, oilers, wipers, and engineers. By this time 


* Paul M. Lincoln, in Proceedings, American Institute of Electrical Engineers, 
1913, PP. 1937, 1942-43. 
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labor has become a variable expense, in that any increase in size 
will call for more labor, though perhaps not quite in proportion 
to the power turned out. 

Besides economy of labor, there is often a purely mechanical 
economy in the working of the machine itself. The resistance 
or elasticity of an iron bar or truss increases faster than its weight." 
This represents perhaps the chief reason why it is possible to 
double the capacity of a container or the power of an engine with- 
out doubling its weight. 

Increasing the size of a mechanical unit, such as a barrel or 
a firebox or a boiler or a boiler-tube or a plow or the hull of a ship, 
may or may not bring increased efficiency, although it very often 
does. Efficiency is a proportion between things you want and 
things you do not want, and some of these things are bound to 
increase faster than others, as the working units get bigger. If 
the shape remains the same as the size increases, some things will 
increase approximately with the first power of the dimension, 
some with the square and some with the cube. Surface area, 
weight, and cubical contents are three typical elements; area 
varying with the square of the dimension, contents with the cube 
of it, and weight usually somewhere between, because thickness 
of wall does not usually need to increase as fast as the other dimen- 
sions. There are exceptions, such as the great strength and solid- 
ity required in the lower stories of very tall buildings; still in 
general where the thing you want is cubical contents—and con- 
tainers constitute an enormous class of mechanical units—there 
size brings economy.? This is especially true where anything is 

* See Kotany, “A Theory of Profit and Interest,” Quarterly Journal of Eco- 
nomics, XXXVI, 413, 432-33. This appears to be true, provided the weight 
does not have to be borne, or the pressure resisted, at an increasing distance 
from the points of support. Also the limits of elasticity are one thing, and the dis- 
placement produced by a given force, within those limits, is another thing and 
behaves in a different way. 

2 This fact is mentioned by Kotany, in the article cited above. He makes the 
principle universal, however, asserting that: ‘The larger the size of a tool, the 
smaller its cost per unit of capacity.” This is not always true of tools; it depends 
on the question “capacity for what?” But it would be hard to find anyone habit- 


ually using a tool too large to be economical, for obvious reasons, illustrated in 
the case of the large-size plow. 
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to be kept hot or cold, since radiating surface varies only as the 
square of the dimension, and the thickness required for insulation 
does not increase at all, with the result that there is greater 
economy here than in the strength-giving structure itself. If the 
height of a building is doubled without increasing the thickness of 
wall, it will not be as strong, but it will keep out the cold quite as 
well. 

On the other hand, there are such things as radiators, where 
the whole purpose of a heat-container is reversed, and efficiency 
lies in giving off as much heat as possible from a given amount of 
water. The thinner the walls, consistent with strength, the 
better the heat is given off; the smaller the tubes, the thinner the 
walls can be and still hold their shape, and the more radiating 
surface there is per cubic foot of contents. Thus the unit of 
structure tends to be as small as possible instead of as large as 
possible, but (and here is a saving clause of much import) the 
machine, or system of units, does not, therefore, have to be small, 
because it can muster these small tubes into an army of any size, 
and use them in connection with other units where size does bring 
economy. 

For an instance of this general pri: iple we have the tubular 
boiler, where what is wanted is marsmum transfer of heat from 
fire to water and minimum loss from either to the air outside. 
Small tubes promote the first end; large aggregates of them pro- 
mote the second. If a boiler were simply a hollow tank, its con- 
tents would increase faster than the radiating surface, but the 
heating surface would increase no faster. As it is, heating sur- 
face and contents both increase faster than radiating surface. 

To take another instance, the carrying capacity of a ship 
increases with the cube of its dimensions, while its resistance in 
the water increases more nearly as the square, so that it takes 
less power per ton to push it through the water at the same speed, 
and it can carry more paying freight per ton of displacement 
on account of the saving in bulk and weight of engines and fuel. 
In general, losses by friction and other diversions of energy do 
not increase as fast as power. Inaccuracies and surface rough- 

* Kotany, op. cit., p. 433. 
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nesses in bearings and sliding surfaces become smaller in propor- 
tion to the size of.the whole. Ball bearings or roller bearings can 
be more economically used, for the cost of a ball bearing does not 
increase in proportion to its size. 

But—to reiterate—there is no mechanical law which says that 
efficiency must inevitably grow if the bulk of every tool is blindly 
multiplied. There is a story of a man who thought of getting 
the economy of large-scale production in plowing, and built a 
plow three times as long, three times as wide and three times as 
deep as the ordinary plow and harnessed six horses to pull it, 
instead of two. To his surprise, the plow refused to budge, and 
to his greater surprise it finally took fifty horses to move the 
refractory machine. In this case the resistance, which was the 
thing he did not want, increased faster than the surface area of 
earth plowed, which was the thing he did want. Furthermore, 
when he increased his power to overcome this resistance he multi- 
plied the number of his power units instead of their size, which 
eliminated all chance of saving there, and since his units were 
horses, the fifty could not pull together as well as two. For there 
is a waste in numbers which sets limits on the economies of large- 
scale production, whenever it depends on getting horses, mules, 
men, or other animals to pull together. 

This story is none the less true, even if the incident is wholly 
fictitious. It does not mean that there is no economy to be had 
in large-scale plowing, but it does mean that this man made a bad 
choice of ways to get that economy. If he had multiplied the 
number of his plow-shares instead of the size he would not have 
increased the resistance out of proportion to the area he plowed, 
and if he had used a tractor instead of fifty horses, he would not 
have been bothered by not being able to make them pull together. 
A gang-plow drawn by a tractor is a practicable bit of labor-saving 
machinery. 

Therefore, though there is no law which says that big mechani- 
cal units are invariably more efficient than small ones, there is a 
law of human choice by which we can select those particular 
forms of increase in which the thing we want increases faster than 
the thing we do not want, and reject the others. If we cannot 
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get a gain by increasing the size of one kind of unit, we can merely 
multiply the number of these units, and generally we will still get 
a gain through the increased size or fuller utilization of some other 
unit that works along with them. We can multiply our plowshares 
and get economy in tractive power, or multiply the lathes in a 
shop and get economy through a larger central power plant. So 
long as this increased number of units can be harnessed together 
mechanically, there will be no difficulty in making them pull 
together, but if pulling together depends on human organization, 
we may reach the limit of profitable size through reaching the 
limit of our own organizing power. 

This is the chief limit on size, but it is chiefly a limit on large 
co-ordinated enterprises rather than on large mechanical units. 
There are some mechanical features which tend to limit the size 
of single units—chiefly the fact that repairs, breakdowns and 
fluctuations of output can be more economically handled if there 
are several units so that all the eggs are not in one basket. Then 
when one unit is idle the others will work at full capacity and with 
no loss of efficiency. ‘This means that a plant will often make its 
boilers, dynamos, vats, or what not, smaller than the most econom- 
ical size, for the sake of the flexibility that goes with numbers. 
In such cases there is a further gain to be had by a plant whose 
size permits it to have units large enough for maximum efficiency 
and enough of them for flexibility besides. So this fact makes for 
larger aggregate plants as often as it makes for smaller unit ele- 
ments. 

The economy of multiple units is especially important in 
“continuous processes” of cooking or other chemical action 
where the forces of chemistry cannot be hurried nor worked over- 
time, so that changing the rate of output means stopping the pro- 
cess altogether and starting it again. That is frequently a very 
expensive thing to do, especially in the case of a blast furnace. 
It is far more efficient to work four furnaces steadily than six 
furnaces two-thirds of the time. 

Another fact which sometimes limits size is the difficulty of 
exerting force over increasing distances. The telephone is a 
special case in which the number of possible connections to be 
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provided for increases faster than the number of subscribers. 
In general, however, mechanical units reach their limit of size 
not because larger size would increase costs so much as because 
it would not decrease them materially, while flexibility would be 
sacrificed by having one unwieldy mammoth rather than more 
units of smaller size. 


5. UNUSED CAPACITY OF PARTS OF A COMPLEX PLANT 


It is seldom or never that every part of a plant is developing 
all the output that is reasonably in its power, even when the plant 
as a whole is “working to capacity.”* An unloading plant may 
have two bridges in order to insure against breakdown, though the 
work does not tax the capacity of one. The patterns of a foun- 
dry play largely a waiting réle. Ina small shop a lathe would be 
idle most of the time. A larger shop might keep the same lathe 
busier without needing another, though it would need more 
equipment of most kinds. By the time a large lathe is working 
to capacity there may be a crane bringing it its raw material and 
this may be idle a large part of the time. And so on indefinitely. 
The main line of a railroad seems practically always to have 
unused capacity, the limiting factors being the rolling stock, and 
the ability of the terminals to feed cars onto the line with regular- 
ity, and take them off the line and dispose of them promptly at 
their destination. Thus there are practically always some parts 
of a plant that do not need to be increased in order to handle 
additional business. 

This represents unused capacity, and in general the larger the 
plant the smaller the percentage of this sort of waste is likely 
to be. This is not always true, however, where the smaller plant 
grows in a patchwork fashion. If the smaller plant was carefully 
designed for just the volume of business it was capable of han- 
dling, growth may increase the waste rather than diminish it. 
Thus Mr. H. H. Titsworth takes the position that a balanced 
plant should not be unbalanced by piecemeal expansion, but that 


* This does not refer to the “‘law of diminishing return,” whereby some factors 
must work at relatively low efficiency if the complementary factors are to accom- 
plish their utmost. It refers rather to the “minimum dose,” before diminishing 
return sets in. The examples in the text indicate the kind of cases referred to. 
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expansion should wait till another balanced plant unit can be 
added, and Mr. H. T. Noyes emphasizes the care necessary in 
planning a plant so as to make expansion possible. 


6. KNOWLEDGE AS AN OVERHEAD COST 


There is another sort of productive machinery that is not 
often spoken of in the same breath with lathes or freight-cars but 
which has to go along with them if they are to be live industrial 
capital instead of worthless junk. This other productive instru- 
ment consists of knowledge, information, and the results of all 
forms of industrial experimentation and research. Here we have 
an expense that comes nearer being genuinely constant than any 
other, in the sense of being independent of output. 

The reason why other “constant” expenses all vary is that 
the machines, or buildings, or material equipment of any other 
sort, on which the so-called “constant” outlays are made, can, 
after all, do only a limited amount of work and can be used up. 
Two trains cannot run in opposite directions on the same track 
at the same time and there is a limit to the number of trains which 
can run in the same direction on the same track in one day, while 
the rails wear out more or less in proportion to the number of 
trains passing over them, and the ballast has to be renewed more 
or less in proportion to the pounding of the traffic. But the 
knowledge of how to temper the rails, how to prevent transverse 
fissures, how best to treat the ties and how to anchor the rails 
and ties together, how to prevent accidents, organize train sched- 
ules and keep the necessary accounts and records—this knowledge 
is not worn out or exhausted no matter how much use is made 
of it. It is only the material means; the labor, the steel, the 
wood, and the chemicals, that may be used up in the process of 
exploiting this knowledge. 

In a sense, knowledge is the only instrument of production 
that is not subject to diminishing returns. This means that an 
added output brings possibilities of economy in all those items of 
expenses that come under the headings of knowledge, information, 
and research. The same research department can serve a large 


* Annals, LXXXV, 63-65, 68. 
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plant about as well as a small one. Indeed, in technical matters 
where a law, once learned, is universal, one laboratory could 
serve the entire business of the country or of the world without 
any added expense so far as the mere getting of the results is con- 
cerned except to allow for local differences in materials. Also 
the service of communication would cost something and the 
results might not be useful in countries where the market requires 
different goods, or where different customs of workmanship or a 
local scarcity of capital make standardized mechanical methods 
impossible. Thus there might be limits on the value of the 
results, but there can be little question that knowledge is useful 
in proportion as it is widely distributed, and that there is a dis- 
tinct loss in keeping any useful bit of general technical informa- 
tion as the exclusive property of a single producer and yielding 
its results in the way of more economical production only to the 
limited output of a single establishment. 

The costs of intellectual equipment, then, are one of the big 
sources of economy in large-scale production. This applies not 
merely to chemical and mechanical research and inventions, but 
to the trade information gotten by the management through 
various channels of its own, including its own selling force. It 
applies to the working out of any standardized system of doing 
things: for arranging machines on the floor of a shop, or show 
cases and stocks in a retail store, for the work of accounting, or 
for advertising and selling campaigns. The advantage of large- 
scale production in these matters sometimes becomes so impor- 
tant that a new branch of production is established, specializing 
in these particular services and selling them to a large number of 
business men. Specialists in advertising and in scientific manage- 
ment are examples of this sort of thing in private business, while 
the Harvard Bureau of Business Research has been working out 
standard systems of retail accounting, and the Federal Bureau of 
Mines and the Federal and State Departments of Agriculture 
have been contributing to industrial research from the side of 
government. 

This movement is extremely interesting and extremely signifi- 
cant. It works in the direction of making small-scale produc- 
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tion or moderate-scale production more efficient than before by 
giving it the advantage of a centralized service in those depart- 
ments where small-scale production is most peculiarly wasteful. 
If something of this sort is not somehow accomplished, scientific 
knowledge gives the large-scale producer an advantage which 
the progress of science is continually increasing. Scientific 
management means one more step in this process, because it puts 
at a discount the ordinary traditional skill of the laborer (a form 
of industrial knowledge that the small-scale producer could get 
on equal terms with the large) and puts in its place standardized 
methods resulting from scientific experimenting, time studies, 
and the work of a “‘planning department.” It has taken the 
trade knowledge of the laborers, which used to be practically free 
to any employer, and overmatched it by the aid of these expen- 
sive standardizing studies which become virtually a part of the 
employer’s capital, yielding greater economies in proportion as 
they are used on a large scale. 

The ordinary work of buying and selling shows economies that 
really belong in this class of better utilization of knowledge. An 


order to buy goods is a matter of communication and it costs no 
more to send in a big order than a little one. This saving is not 
merely a question of stationery and stenographer’s hire but of the 
time spent in getting together data to make the judgments 
whether it is wise to buy goods at such a time and at such a price 
or not. 


While size clearly brings a gain in utilization of knowledge, 
there are two ways in which it can be taken and the business man 
generally chooses, perhaps more or less unconsciously, to take a 
little of both. He could, if he chose, spend no more on informa- 
tion than he did before and get larger returns, so that the cost per 
unit of output would be lessened. Or he could spend as much per 
unit of output as he did before and get far more perfect informa- 
tion. In practice, he generally compromises between these two 
policies and gets some gain of each sort, with no way of measuring 
accurately the point of greatest efficiency. From the community 
standpoint, it is probably best if the manager gives the benefit 
of the doubt to increased research, but that is a doubtful gain for 
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humanity unless our knowledge of human needs and human rela- 
tions keeps pace with the changes which purely technical inven- 
tions bring about. 

In the past, industrial research has been dangerously one-sided, 
It has promoted technical “progress” which has resulted in 
profoundly altering the effects of industry on the mind and life of 
the worker, and the human relations involved. As a result, old 
habits and customs in these realms have lost their value, and 
a bewildered groping has taken their place, which is strikingly in 
contrast with the incisive certainty shown in the mechanical 
field. A form of social wealth of the intangible sort has largely 
lost its value: society’s intellectual overhead has suffered serious 
obsolescence from the very growth in effectiveness of the intel- 
lectual overhead embodied in industrial research. Some method 
of restoring a balance is necessary, not merely to social welfare 
but to the continued effectiveness of industry. Innovation in 
the technical and business sphere calls for adaptation in the 
human sphere, and unless the two maintain a fair balance, the 
results are necessarily painful. 

The economies in the use of knowledge are largely responsible 
for the savings that come with buying and selling goods in large 
quantities, and for some of the advantages that appear in the 
raising of capital. This fact of large-scale buying and selling is 
often spoken of as one of the explanations of the economies of 
large-scale production. But of course it does not explain the 
economies of size merely to say that they happen in this depart- 
ment. The advantage that the big concern gets may be merely 
an unfair advantage in bargaining power and not a true economy 
at all, but so far as it is a true economy and rests on being able 
to do the necessary productive work more efficiently, it depends 
very largely on economical use of market knowledge, and the 
time and trouble it takes to acquire it. In much the same way 
the personnel department and the legal department show econo- 
mies in the imponderable factors of production. All in all, this 
is one of the important classes of economies, and one where the 
decisive advantages of the large concern can be tempered by 
organizing effective industrial research on a co-operative or a 
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public basis. This is something that must be done, and done 
well, if healthy competition is to be preserved. 


7. FURTHER DIVISION OF LABOR 


Even large concerns could introduce mote specialization of 
labor, if they were still larger. Acworth tells how the North 
Western Railway employed two men solely to make artificial 
limbs, and the Midland kept eight cats to catch the rats that tore 
the sacks in its warehouses. Where the business is already fairly 
large, gains of this kind, in the actual work of production, are 
mostly either of moderate amount or else have to do with second- 
ary sorts of service. These the factory is not usually obliged 
to produce without its own walls. The North Western Railway 
could have bought artificial limbs from some concern which pro- 
duced them on a larger scale than two men were capable of, 
though the railroad’s two specialists probably turned out a more 
individualized product, and one better adapted to the special 
needs of railroad workers. 

In general, it is in the work of direction, rather than in the 
physical work of production, that the largest gains from subdivi- 
sion of labor come after fairly large size has already been reached. 
There are two main kinds of division of labor in management, 
cutting across each other. One separates the forming of policies, 
rules, and precedents from the gathering of data on which the 
decision is based, and from the following out of these policies and 
precedents in particular cases, and the other separates different 
departments of work such as purchasing, selling, engineering, 
financing, etc. One brings the economies of delegated detail and 
routine, the other the economies of functional specialization. 
Each has its advantages; each can render notable services, and 
each has the defects of its qualities. 

The economies of delegated detail increase the capacity of the 
manager, and of the overhead expense he represents. They 
enable more output to benefit by a given decision, and the study 
or experience that went into the making of the decision, and by 


*W. M. Acworth, The English Railways. Cited by Edgeworth, Econ. Jour., 
XXT, 347. 
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this means they also make it possible and profitable to put longer 
and more intensive study into the making of each decision. In 
fact, what has been said already about knowledge as an overhead 
cost applies to the making of decisions and precedents, those in- 
tangible productive instruments which it is the supreme task of 
management to furnish. If the managing staff of a large-scale 
plant were made up of the same men who would be managers un- 
der small-scale production, with the difference that the best mind 
made the most basic decisions and the others executed or applied 
them, there would be a considerable increase in the efficiency of 
management, but no reduction in the cost, in terms of the percent- 
age of effort spent on management. The tendency is, however, to 
go farther and delegate the more routine tasks to people who would 
not be managers at all under small-scale production, sometimes 
to people who are not of the manager type, but are even better 
at gathering data or at carrying out policies they were not respon- 
sible for forming. 

This may degenerate into exploiting cheap labor and entrust- 
ing routine managerial work to those who are incompetent to 
understand the “why” of what they are doing, and hence unable 
properly to discriminate between case and case, and to handle 
the exceptions that are always arising. An intelligent and respon- 
sible subordinate may receive orders drafted by one who is really 
his inferior, following a prescribed formula, and the subordinate 
has some provocation for feeling that he is dealing with a 
rigid, rule-enforcing machine rather than with a human being 
possessed of judgment and discretion, on whom the reason 
of his case might make some impression. Things become mat- 
ters of routine which should not be thus petrified; emergencies 
are at the mercy of routineers; and there is danger of developing 
the attitude which avoids assuming responsibility and spends 
much of its time and energy in “passing the buck,” or in staving 
off the efforts of others to pass it. 

The finest fruit of this is the bureaucrat whose chief ambiticn 
is to become a safe channel for passing reports upward and 
instructions downward, unmodified by any act of his. Of the 
same school was the district freight agent (or the clerk in his 
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office) who received an inquiry as to whether a mixed carload of 
specified goods came in a certain rate group, and in return referred 
the local agent to the same tariff through which he and the shipper 
had already searched in vain. After some correspondence he 
hazarded an opinion that tho higher rate prevailed, but the local 
agent gave the shipper the benefit of the lower grouping, and 
the shipper was left wondering whether “a ferreting auditor may 
drag the item from a mildewed file and an outraged law depart- 
ment may come roaring after me for the difference involved, a 
matter of $1.60 per ton on the entire carload.”* This isan example 
of the working of that system of “checks and balances”’ which is 
partly the direct result of size, but largely also of the public regu- 
lation (a further “check and balance”’) which size carries with it 
when it reaches the stage of monopoly power. 

Tendencies in this general direction are nowadays both insidi- 
ous and powerful. Therefore, if the savings from delegating 
managerial detail involve delegating no managerial discretion 
and demanding none of the managerial type of initiative on the 
part of the subordinate, they are a danger rather than a source of 
strength. If ‘“economizing managerial ability’? means getting 
on with a smaller percentage of it than before, it is well-nigh 
suicidal in the long run. 

The concern may “economize” in that way, if it is willing to 
take the consequences, but can industry as a whole do so? This 
would mean either developing less than before of that grade of 
ability which can make decisions, or not using all that is developed, 
which would come to the same in the end. Either one would 
be equally preposterous as a goal toward which to direct a con- 
scious social policy. Society cannot save by employing less of 
this grade of ability, but rather by developing more. And what- 
ever is unavoidably necessary for society is good industrial policy. 
Management cannot afford to entrust executive work to those 
lacking executive ability, nor to delegate it in a way which 
deprives the managerial agent of all executive discretion and 
responsibility. 

* Winthrop Martin, “A Shipper Comments on Railroad Morale,” Railway 
Age, LXXIII, 929. 
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As for departmental specialization, the advantages are obvi- 
ous. The chief disadvantage probably lies in the fact that a 
department comes to have goals of its own, records of expansion 
and workmanlike achievement, which may not adequately meas- 
ure their net contribution to the success of the whole enterprise. 
Witness the conflict between selling department and production 
department over the undue multiplication of sizes and models. 
These are merely suggestions, since a thorough study of manage- 
rial specialization would carry us too far afield. One of its chief 
advantages consists in fuller utilization of knowledge, and this 
has already been discussed. 


8. REDUCTION OF RISKS BY CONSOLIDATION 


It is a commonplace that uncertainty becomes less for a large 
group than it is for any of the members of the group." One man 
may or may not die; one house may or may not burn; but a 
thousand men or a thousand houses behave in a predictable way. 
One aspect of this has been given a special name by the public 
utility engineers. It is uncertain just when one consumer will use 
his power, but there is considerably less uncertainty as to the 


distribution of demand from a large group of similar consumers. 
This depends on the fact that their greatest individual demands 
do not all come at the same time and this is what the public 
utility people speak of as the “diversity factor.’ 

This advantage of size appears in almost every department of 
a business. The large company can carry its own insurance in 
some cases. Its repair forces may work more steadily, and so 
may other kinds of indirect labor, while its orders for goods are 
likely to come in with greater regularity. ‘Two or three customers 
with large orders will not make such a great impression on the 
total volume of business. Stocks of goods can be smaller com- 
pared to volume of trade. 

After the main business has already made the largest gains 
in the matter of stability, side-lines and by-products may still be 

*This is mentioned by Marshall and Lyon, Our Economic Organization, 
pp. 256-58. 

2 The technical measure of this is the ratio between the maximum demand of 
an entire group and the sum of the individual maximums. 
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on an unstable footing owing to small size, and may have much 
to gain from further growth. This greater regularity is an advan- 
tage both in buying and in selling. It does not exempt the com- 
pany from the ups and downs of the business cycle, but it fre- 
quently helps them through minor crises or seasonal depressions 
in particular branches of their business, if they have numerous 
other branches not subject to the same disturbance or having a 
different seasonal rhythm. All these elements of lower cost 
and risk react also on the company’s financing, making it easier 
for them to raise funds on reasonable terms. Another element 
which may or may not strictly belong under this heading is the 
fact that the large concern is somewhat less liable to have its 
processes made obsolete by some competitor. 


Q. ECONOMIES IN BUYING 


The savings in buying may roughly be divided into two kinds: 
savings resting on economies in productive efficiency, and advan- 
tages in bargaining power pure and simple, although the two re 
intimately related to each other. As we have seen, buying o8 a 
large scale economizes all the work involved in studying the 
market and investigating the qualities of the goods, as well as 
the routine work of putting in orders and filling them. It is 
both cheaper for the purchaser to give large orders and for the 
seller to receive them and fill them, and the purchaser may zet 
the benefit of this in the shape of a lower price. And the large 
buyer commonly knows the markets better and the goods better. 

On the other hand, a large purchaser may get more than this in 
the way of bargaining advantage. Just what bargaining advan- 
tage consists of is not always easy to say; part of it undoubtedly 
consists of favoritism and prestige and part of “bluff.” Apart 
from this, however, the advantage of size rests largely on the fact 
that it is simply not possible for the large concern to burden 
responsible officials with the work of quoting special prices for 
every little consumer. Some small consumers might know the 
market as well as large consumers do and might be in a position 
to buy from a rival at a favorable price. They might have all 
these strategic advantages that a large customer could possibly 
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have—only the concern will not quote a special price for them. 
They can realize on their bargaining advantages only by going 
elsewhere. The concern will lose one customer, but it will be 
getting the benefit of the law of averages on the small customers 
asaclass. If they treat them all alike, they will lose only a small 
percentage of their total trade, because most of the small custom- 
ers are not intimately in touch with the market. On the other 
hand, when a large customer comes with the same weapons in his 
hands, the concern will think of him as an individual, not as a 
unit in a problem of averages, and will be more likely to figure 
as close to their differential costs as may be necessary, in order 
to secure his business. 

One way of putting it is to say that a large order will repay 
the cost of a separate decision as to price policy, while the same 
cost would be prohibitive for each one of a lot of small orders. 
But if the concern cuts the price to an entire class of customers in 
order to hold 10 per cent of them, it will sacrifice part of its earn- 
ings from the other go per cent. On the other hand, when the 
large customer comes and they lower their price to hold his busi- 
ness, they need not lower any one else’s price at the same time. 
He becomes a class by himself and the whole of him is at stake in 
the bargain that may be struck. 

Other advantages come in the shape of service. People will 
take more trouble for the large customer, and they may take more 
trouble over one order than it is worth, if there are other orders 
in prospect. 


I0. ECONOMIES IN SELLING 


It is difficult to figure whether large-scale production has, on 
the whole, increased or decreased the costs of finding a market. 
There is little doubt, however, that it has made them a larger 
percentage of the whole, because it has reduced the bare cost of 
manufacture in such a revolutionary way. For this purpose costs 
of transportation are properly counted as part of the total burden 
involved in reaching a market. The modern large factory, selling 
over a nation-wide market, must not merely produce goods 
cheaper than the small local establishment, but enough cheaper 
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to pay the freight rates and other transportation costs on its 
products, its raw materials, its implements and many of its 
structures and often on the goods which its employees consume, 
and something for the cost involved in carrying its employees 
to and from their work, including the lost time of the employees 
themselves. Manufacturing concentrated in large cities is ac- 
countable for all these burdens of transportation, which add up 
to a surprisingly large amount. 

The ordinary superficial view of this problem is quite mislead- 
ing, for it looks no farther than the freight rates paid on the fin- 
ished product, and when it finds that these are so low as to be 
almost negligible it concludes that transportation need hardly 
be considered as a burden. Needless to say, this is quite beside 
the mark. The total bill for freight (inland water and rail), 
express, and parcel-post carriage alone is not far from 10 per cent 
of the total national product. If the costs of carriage and dis- 
tribution for which large-scale manufacturing is responsible could 
be accurately determined and compared with the value produced 
by large-scale manufactures, the percentage would be far larger. 
It is quite probable that the accessory burdens of carriage and 
distribution would exceed the bare manufacturing cost, in these 
large-scale industries, but not without imputing some contro- 
versial items, for which responsibility could only be inferred and 
not definitely traced. Granting, however, that the cost of dis- 
tribution could be made to look this large, this would not neces- 
sarily condemn concentrated manufacturing, but merely serve to 
point out how its economies are not clear gain, but have to bear 
the burden of the expenses outside the shop. 

Aside from transportation, marketing over a great distance 
involves other elements of increased costs. Salesmen’s traveling 
expenses are heavier, time is lost in correspondence, and local 
peculiarities are likely to be less perfectly provided for. Dealers 
far from the source of supplies must keep larger stocks, since they 
cannot replenish them as quickly in case of sudden need. All 
these are penalties of distance. On the other hand, granted that 
a business is already marketing over a given area, increased size 
by way of more “intensive cultivation” of the market brings 
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some important elements of economy.’ Carload rates furnish a 
concrete instance, while the actual work of organizing and carry- 
ing on a large-scale selling campaign affords some general savings. 
Planning the campaign is itself an overhead outlay and the minor 
tactics of the individual salesman have something of the same 
element in them—often they are learned in a company school 
for salesmen. Moreover, once a wide market is gained it usually 
returns a steadier business under the law of averages. A salesman 
can commonly handle a variety of related goods more economi- 
cally than one specialty. It helps him to have a “good line.” 
If a plant is to furnish him with a varied output to sell, and still 
produce enough of each type of commodity to secure maximum 
efficiency, it must be a very large plant indeed. 

Besides the physical question of productive efficiency, there 
are strategic advantages of bargaining position and competitive 
maneuvering, which play a more significant part in the act of 
selling than anywhere else, even in buying. A wide market 
gives opportunities for meeting local competition while keeping 
prices up in other localities, or for concentrating selling efforts 
where they may be most needed at the moment. It undoubtedly 
widens the margin within which the concern can choose its own 
selling policy, making the compulsions of competition less insist- 
ent. One symptom of this is the fact that the average amount of 
unemployment in dull times is far greater for large businesses 
than for small. While this is presumably the result of many 
forces, it is safe to conclude that one cause is the greater freedom 
the large concern feels to take the lead in maintaining prices, 
while the smaller business is driven to maintain production at 
whatever prices the market makes possible. This testifies to the 
power of the large concern more than to the wisdom with which 
it is exercised. 

II. ADVANTAGES IN FINANCING 

“To him that hath shall be given” is nowhere truer than in 

the financial field, where the better established the success of the 


t For this distinction between covering a wider field and more intensive cover- 
ing of the existing field, see Weld, Amer. Econ. Rev. Sup., March, 1923. 


2See W. I. King, Employment, Hours and Earnings, pp. 30-34. Referred to 
by W. C. Mitchell, American Economic Review Supplement, March, 1923. 
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concern, the lower interest charges it can command, reflecting 
the safety which the investment derives from all the advantages 
that have been discussed above.'_ Besides which it is undoubtedly 
true that the commodities a concern sells advertise its securities. 
Conservative people are more ready to invest in a concern they 
already know as a large and presumably a successful one, than in 
some business of which they had never heard before they were 
invited to buy its securities. Furthermore, there is a genuine 
advantage in being able to find a market quotation on the finan- 
cial page of any newspaper. The net result of all these advan- 
tages is to create a something else, compounded of them all and 
yet psychologically distinct; something more than the mere sum 
of its constituents. This something is called “prestige.” It is 
one of the most subtle forms of intangible capital, and one of the 
important advantages of size. 

And here we may bring to an end this story of the advantages 
of size, not because the subject is exhausted, but because if we 
went farther we should be carried beyond the limited field of 
introductory generalization and into the limitless realm of par- 
ticular cases. It remains to notice a few of the factors that 
work in the other directions. 


I2. DISADVANTAGES OF SIZE 


The chief disadvantages of large size are summed up in com- 
plexity of organization, impersonal relations, divided responsi- 
bility, the multiplication of “checks and balances”’ and the under- 
mining of initiative and spontaneous interest in the success of the 
business. All these handicaps are matters which vary a great deal 
with the character of the work. They are intensified where the 
size of the business results in its being put under special govern- 
ment control, and it is worth noting that they are all substan- 
tially the same weaknesses which handicap government operation | 
as compared to old-fashioned “private enterprise.” In fact, ' 
large-scale production under modern conditions is rapidly nar- 
rowing the gap that separates private from public manage- 
ment. 


See Kotany, “‘A Theory of Profits and Interest,” Quar. Jour. Econ., XXXVI, 
413, 452. 
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To take a sample illustration of the way in which these limi- 
tations work, farming is a kind of production in which either the 
worker must be vitally interested in the success of the undertaking 
or else must be constantly in touch with some boss who is vitally 
interested. He is not like a machine worker on a piece rate or on 
a job where the machine does its own driving. His work is varied 
and unstandardized and conditions differ so much that it is almost 
impossible to set a rigid task and hold a man to it without elastic 
personal supervision. Probably this is why the expansion of 
farm units by taking on large amounts of hired labor seems to 
bring decreasing efficiency rather quickly, except in cases where 
large areas of level land of fairly uniform quality are cultivated 
with one crop, using machinery on a large scale. Modern meth- 
ods of fruit-growing also involve considerable amounts of equip- 
ment and standardized operations, especially spraying. Here 
larger units appear to work well. In varied farming, however, 
the one-family farm appears to hold its own. 

The loosening of the ties that bind the organization together 
sometimes goes so far as to produce actual conflicts of interest 
and hostility. The company becomes an impersonal thing and 
the members and employees can steal from it without feeling that 
they are stealing from persons to whom they owe loyalty. This 
is largely the result of the corporate form of organization, but it 
increases with size and affects every class, from the board of direc- 
tors down to the lowest-paid manual laborer. In the case of 
labor, the large organization makes it harder to overcome the 
jealousy and suspicion and class hostility which lead laborers to 
feel that the employer is their natural enemy; that he does not 
give the laborers what they are worth, and that it is the manly 
thing not to give him in return the best service of which they are 
capable. This disadvantage can perhaps be partly overcome by 
a really efficient personnel department, such as only a large con- 
cern could easily afford, but at present it cannot be said that the 
typical concern has demonstrated in its actions a belief that it 
can afford a really efficient personnel department. Many have 
dropped their personnel work when hard times made labor tract- 
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able' and others seem to have lacked the fortitude to keep a supe- 
rior man in this department after he had proved his worth. But 
perhaps this whole class of work is in too transitional a stage to 
justify predictions as to what size of concern will turn out, in the 
long run, to have the greatest advantages in this field. 

Being a member of an impersonal organization does not 
always injure the loyalty and effectiveness of a worker. At 
its best, the ‘‘traditions of the service’’ may establish a sort of 
personality behind the worker, mythical yet very real, which 
holds him up to his best performance and gives him the confidence 
and sense of support which serve to overcome the material dis- 
couragements of the lonely worker. In order to have this power 
for good, the service must itself have a character which can inspire 
loyalty by being worthy of loyalty. Modern business in its 
typical character as money-making does not easily inspire this 
kind of loyalty, except to some extent among the salaried 
employees. If it does actually succeed in establishing a real 
esprit de corps, it must be on account of the particular character 
of the particular business, and in the last analysis it must rest 
on some large and strong personality. The larger the business, 
the harder for this personality to make itself felt through the 
mechanism of orders and reports which are its ordinary means of 
communication. The morale of a service is a force which derives 
partly from the existing organization, but even more largely from 
its past. In fact, it is more a function of time than of mass, and 
quality counts far more than quantity. The business which 
would build up this intangible asset cannot afford to strive solely 
or chiefly for quantitative expansion. 

Another phase of growth in size which may bring some dis- 
advantage appears when the growth is of the piecemeal sort and 
has not been adequately planned for in advance. In such cases, 
as we have seen, it may pay a concern not to try for expansion 
unless it can be fairly sure of finding a market for the product of 
an entirely new unit.2 However, this sort of self-denial isa coun- 


*See Douglas, ‘‘Personnel Problems and the Business Cycle,” Administration, 
July, 1922, pp. 15-24, especially pp. 21, 23, 24. 
* See p. 606. 
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sel of perfection and not likely often to be followed. Another 
way of meeting this difficulty consists of building a plant larger 
than the present demand requires, and accepting the handicap 
of working at a lower percentage of full capacity rather than the 
handicap of too frequent rebuildings and expansions. But this 
dose not mean that it is necessary either to wait until the market 
doubles in size before expanding or to build a plant twice the size 
required for the present output. A plant can be planned with 
reference to piecemeal expansion, generally at little extra cost, 
so that construction for a conjectural demand in this distant 
future is not economically necessary. ‘Thus a concern need not 
build far ahead nor incur heavy additional expenses on this 
account. 


J. M. Crarx 
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RELIGIOUS THOUGHT ON SOCIAL AND ECONOMIC 
QUESTIONS IN THE SIXTEENTH AND 
SEVENTEENTH CENTURIES 


Il. THE COLLISION OF STANDARDS 


Lord Acton, in an unforgettable passage in his inaugural lec- 
ture on the study of history, has said that “after many ages per- 
suaded of the headlong decline and impending dissolution of 
society, the sixteenth century went forth armed for untried experi- 
ence and ready to watch with hopefulness a prospect of incalcu- 
lable change.” His reference was to the new world revealed by 
learning, by science, and by discovery. But his words offer an ap- 
propriate text for a discussion of the change in the conception of 
the relation between religion and what would today be regarded 
as secular affairs, which took place in the same period, and which 
had as an inevitable consequence the emergence, after a prolonged 
moral and intellectual conflict, of new lines of economic thought 
Its results are not fully apparent for a century and a half after 
the Reformation. But their range, when finally disclosed, is 
immense. There is a sense in which the most momentous of all 
revolutions in political thought is that which substitutes for a 
supernatural criterion of society one version or another of social 
expediency, and—a natural corollary—places religion among the 
private interests which have their places in the social order, but 
which must not overstep it. By the middle of the seventeenth 
century that change is in England far on the road to completion. 
In the sphere of philosophical thought, a naturalistic theory has 
replaced that which found the ultimate sanction of the social 
order in religion, and the ground is prepared for the doctrine 
which sees the foundation of society in individual rights and 
security for its well-being in the spontaneous play of economic ; 
interests. In the sphere of ecclesiastical organization the time 
is approaching when the idea of a church civilization, embracing 
all sides of life, will give way to that of the church as a voluntary 
society, concerned with what are conceived to be things of the 
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spirit. This is not the place for a discussion of the larger aspects 
of that movement. But one result of it was a radical change in 
the conception entertained both previously and later of the rela- 
tion of religion to the common business of life. It is certain 
aspects of that change—the struggle of the traditional social 
philosophy with the new forces and ideas which germinated in 
the sixteenth century—which form the subject of this, and of 
the following, article. 

The strands in this movement were complex, and the formula 
which associates the Reformation with the rise of economic 
individualism is, as I shall hope io show, no complete explana- 
tion. Systems prepare their own overthrow by a preliminary 
process of petrifaction. The traditional social philosophy was 
static, in the sense that it assumed a body of class relations 
sharply defined by custom and law, and little affected by the ebb 
and flow of economic movements. Its weakness in the face of 
novel forces was as obvious as the strain put upon it by the revolt 
against the source of ecclesiastical jurisprudence, the partial dis- 
credit of the Canon Law and of ecclesiastical discipline, and the 
rise of a political science equipped from the arsenals of antiquity. 
But it is not to underestimate the effect of the religious revolution 
to say that the principal causes making the age a watershed from 
which new streams of social theory descend lay in another region. 
Mankind does not reflect upon questions of economic and social 
organization until compelled to do so by the sharp pressure of 
some practical emergency. The sixteenth century was an age 
of social speculation for the same reason as the early nineteenth 
—because it was an age of social dislocation. The practical 
implications of the social theory of the Middle Ages are stated 
more clearly in the sixteenth century than even in its zenith, 
because they are stated with the emphasis of a creed which is 
menaced. The retort of conservative religious teachers to what 
seems to them the triumph of Mammon produces the last great 
literary expression of the appeal to the average conscience which 
had been made by an older social order. It is the cry of a spirit 
which is departing, and which, in its agony, utters words that 
are a shining light for all periods of change. 
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The character of the change in the economic environment 
can only be indicated. On the heels of the commercial revolution 
which depressed Venice and made Antwerp, came the economic 
imperialism of Portugal and Spain, the outburst of capitalist 
enterprise in commerce and banking which had its headquarters 
in South Germany and its front in the Low Countries, the shatter- 
ing of customary standards by the rise in prices, the development 
of capitalist organization in textiles and mining, the rise of the 
new systems of public finance needed by the new centralized 
states, and the reaction of all these together on the traditional 
rural organization, enhanced by the mania of land speculation 
which followed the confiscation of ecclesiastical property. Eng- 
land felt the effects of the last three changes; but till the later 
years of the century she stood outside the main stream. Ger- 
man politics and literature are full of them. If one figure is 
more typical of the age than another, it is that of the South Ger- 
man financiers, the Imhofs, Welsers, Hochstetters, above all the 
Fuggers, who play in the world of finance the part of the con- 
dottieri in war, and represent in the economic sphere the renais- 
sance morality typified in that of politics by Macchiavelli’s 
Prince. Naturally the city interest is all-powerful. Politica! 
pamphleteers might write that the new Messiah was the Prince, 
and reformers that the Prince was Pope. But behind Prince 
and Pope alike, financing impartially English, French, and Ital- 
ians, the Pope, the Emperor, Francis I, and the King of Portugal, 
stands in the last resort a little German banker, with agents in 
every city in Europe. And the financial classes are fully con- 
scious of their power. The head of the firm of Fugger* advanced 
the money to Albrecht of Brandenburg, which made him Arch- 
bishop of Mainz, sent his agent to accompany Tetzel on his 
financial campaign to raise money by indulgences and took half 
the proceeds in payment of the debt; provided the funds with 
which Charles V bought the imperial crown after an election 
conducted with the publicity of an auction and the morals of a 
gambling hell, browbeat him when the debt was not paid, and 


* For an account of the international transactions and influence of that firm, 
see Ehrenberg, Das Zeitalter der Fugger. 


640 R. H. TAWNEY 


died in the odor of sanctity, a count of the empire, and a good 
Catholic who hated Lutheranism, having seen his firm pay 54} 
per cent for the preceding sixteen years, and having built a 
church and endowed an almshouse for the aged poor in his 
native town of Augsburg. 

The revolution in the economic environment—large scale 
commerce and finance, monopolies controlling supplies and prices, 
commercialized land tenure and competitive rents—inevitably 
gave rise to passionate controversy; and inevitably, since both 
the friends and the enemies of the Reformation associated it with 
social change, the leaders in the religious struggle were the pro- 
tagonists in it. In Germany, where social revolution had been 
fermenting for half a century, it seemed at last to have come. 
From city after city terrified councils, confronted with demands 
for the destruction of the money-lender, consulted universities 
and theologians as to the lawfulness of usury. Luther’ and 
Melanchthon—to mention no others—replied to them; Bullinger* 
produced a classical statement on the subject in his Decades, 
dedicated to Edward VI; Calvin’ wrote a famous letter on it. 
Luther preached and pamphleteered against extortioners and 
monopolists and said that it was time “to put a bit in the mouth 
of the holy company of the Fuggers.”’ Above all the Peasants’ 
Revolt, with its touching appeal to the Gospel and its frightful 
catastrophe, not only terrified Luther, who had seemed at first 
not unsympathetic, into the notorious outburst of his pamphlet 
“‘Whoso can, against the thieving and murderous bands of peasants 

. Strike, smite, strangle, or stab, secretly or publicly. 
” “Such wonderful times are these that a prince can 


merit Heaven better with bloodshed than another with prayer,” 
but stamped into Lutheranism a distrust of the common people 
and an almost servile reliance on the secular authority. 

In England there was less violence, but not less agitation. 
The land question produced one flood of sermons and pamphlets; 


t For citations see Neumann, Geschichte des Wuchers in Deutschland, pp. 479-92. 
2 Third Decade, first and second sermons (Parker Society). 


3 Epist. et Responsa, p. 355; see also Sermon LXXXIV in Vol. XXVIII of 
Opera. 














SIXTEENTH-CENTURY RELIGIOUS THOUGHT 641 


the rise in prices another; the question of capital and interest a 
third; the discovery that the dissolution of the monasteries and 
the confiscation of part of the gild property had not produced 
the golden age of low taxation, learning, piety, and poor relief, 
foretold in the state-conducted propaganda of Henry and Crom- 
well, a fourth. Latimer, Ponet, Becon, Lever, Crowley under 
Edward VI, Sandys, Jewel and Wilson under Elizabeth—to 
mention no others—all contributed to the discussion.' A clerical 
pamphleteer? at the beginning of the seventeenth century issued a 
catalogue of six bishops and ten doctors of divinity, apart from 
unnumbered humbler clergy, who had written on the subject of 
usury alone. Starkey’ put into the mouth of Pole a program 
of conservative reconstruction drafted for Henry VIII. Bucer* 
prepared a radical one for his pupil, the pathetic child called King 
Edward VI. Latimer supplied the moral doctrine which the ill- 
fated Somerset tried to apply when he set out on his attempt— 
which cost him his head—to undo the economic changes of two 
generations by throwing down the gentry’s enclosures. What- 
ever the social practice of the sixteenth century may have been, 
it did not suffer for lack of social teaching on the part of men of 
religion. If the world could be saved by sermons and pamphlets 
it would have been a Paradise. 

The mark of nearly all this body of teaching, alike in Germany 
and in England, is its conservatism. Where questions of social 
morality are involved, men whose names are a symbol of religious 
revolution, stand with hardly an exception in the ancient ways, 
appeal to medieval authorities, and reproduce in popular lan- 
guage the teaching of the schoolmen. There is a familiar view 
of the social history of the sixteenth century which represents 


"Latimer, Sermons; Ponet, An Exhoriation, or rather a Warning to the Lords 
and Commons; Becon. Jewel of Joy (Parker Society); Lever, Sermons in the Shrouds 
of St. Paul’s (Arber’s Reprints); Crowley, The Way to Wealth and Epigrams 
(E.E.T.S.); Sandys, second, tenth, and eleventh of Sermons (Parker Society); 
Jewel, Works, fourth part, p. 1293 (ibid.); Wilson, A Discourse upon Usury by way 
of Dialogue and Oration. 

? The English Usurer, or Usury Condemned by the Most Learned and Famous 
Divines of the Church of England, by John Blaxton, 1634. 


3 Dialogue between Pole and Lupset (E.E.T.S.). 4 De Regno Christi. 
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the Reformation as the triumph of an individualist capitalism 
over the traditional social ethics of Christendom. It is of respect- 
able antiquity. As early as 1540 Cranmer wrote to Oziander 
protesting against the embarrassment caused to reformers in 
England by the sanction to immorality, in the matter alike of 
economic transactions and of marriage, alleged to be given by 
reformers in Germany.’ Even before the plunder of the religious 
houses by the Crown and its hangers-on was completed, the 
reformers who had hoped great things for learning and religion 
were disillusioned and the cry was raised that it meant not only 
sacrilege, but the exploitation of the peasantry by an odious 
class of nouveaux riches? In the seventeenth century an Eng- 
lish pamphleteer, in a partisan sketch of the history of opinion, 
could write that it was well known that “usury was the brat of 
heresy,’ and Bossuet* taunted Bucer and Calvin with being the 
first theologians to defend extortion. That the revolt from Rome 
synchronized, both in Germany and in England, with a period of 
acute social distress, is undeniable. No long argument is needed 
to show that both in motive and in effect it had its seamy side. 
In England the policy of giving everyone who counted a solid 
material interest in the new order was openly avowed, and the 
intention of floating the Reformation as a land syndicate with 
favorable terms for all who came in on the ground floor was not 
concealed. Having invested in the Reformation when it was a 
gambling stock, the landed gentry nurse the security with a solici- 
tude which title deeds have done more to inspire than the New 
Testament and are zealous to lay up for themselves treasures in 
Heaven as the best security for the treasures they have already 
accumulated on earth. 

It is a mistake, no doubt, to see the last days of monasticism 
through rose-colored spectacles. In Germany revolts were 


* Gairdner, L. and P. Hen VIII, Vol. XVI, p. 351. 

2 See, e.g., The Sermons of Lever. 

3 Brief Survey of the Growth of Usury in England, with the Mischiefs Attending 
It (1673). 

4 Bossuet, Traité de l’usure; for a discussion of his views see Favre, Le Prét @ 
inierét dans Vancienne France. 
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nowhere more frequent or more bitter than on the estates of 
ecclesiastical land-owners. In England a glance at the pro- 
ceedings of the courts of Star Chamber and of Requests is 
enough to show that holy men reclaimed villeins, turned copy- 
holders into tenants at will, and (as more complained) converted 
arable land to pasture. But it is hardly doubtful that the trans- 
ference of great masses of property, with a capital value in our 
money of £30,000,000 to £40,000,000, from conservative cor- 
porations to sharp business men like Gresham—the largest" 
single grantee of monastic estates—followed as it was by a decade 
of land speculation, pressed cruelly on many of the peasantry. 
The lamentations of the preachers and men of letters receive 
detailed confirmation from the bitter struggles which can be 
traced between tenants and some of the new landlords—the 
Herberts who obtained the lands of the Abbey of Wilton and 
enclosed a whole village to make their park at Washerne, the 
St. John’s at Abbots’ Ripton, or Sir John Yorke, third in the line 
of speculators in the lands of Whitby Abbey, whose tenants 
found their rents raised from £28 to £64 a year, and for nearly 
twenty years were besieging the government with petitions for 
redress.? 

What is sometimes suggested, however, is not merely a 
coincidence of religious and economic changes, but a logical 
connection of economic conduct and religious doctrine. it 
is implied that the bad social practice of the age was the inevi- 
table expression of its religious innovations, that one order of 
social ethics was consciously abandoned and another introduced, 
and that, if the Reformers did not explicitly teach economic 
individualism, individualism was, at least, the natural corollary 
of their teaching. In the eighteenth century, which had as little 
love for the commercial restrictions of the ages of “‘monkish super- 
stition” as for their political theory, that view was advanced as a 
eulogy. In our own day, the wheel has come full circle. What 
was then a matter for congratulation is often now a matter for 

*Savine, quoted Fisher, The Political History of England 1485-1547, App. ii, 
and in Oxford Social and Legal History Series, Vol. II. 

*Leadam, Select Cases in the Court of Requests. 
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criticism. The Reformation is attacked as inaugurating a period 
of unscrupulous commercialism, which had previously been held 
in check, it is suggested, by the influence of the church. 

The question raised is obviously fundamental. An attempt is 
made in a subsequent article on the “Social Ethics of Puritanism” 
to show the effect of one branch of the reformed religion upon so- 
cial theory, and, through it, upon conduct. But, ifit is true that 
the Reformation gave an impetus to a change in the attitude of 
religious thought to economic issues, it did so without design 
and against the intentions of most reformers. To think of the 
abdication of religion from its theoretical primacy over economic 
activity and social institutions as synchronizing with the revolt 
from Rome is to antedate a movement which took another cen- 
tury and a half to accomplish, and which owed as much both to 
changes in economic organization and in political thought—in 
particular to the impact upon social theory of the mathematical 
and physical sciences—as to changes in religion. In the sixteenth 
century the time had not yet come when religious teachers would 
cease to search both the Bible and the Corpus Juris Canonici for 
light on practical questions of social morality. Even in the mid- 
dle of the seventeenth century in Holland, the most advanced 
commercial country of the age, the development of banking was 
to give rise to a storm of theological controversy. Even in 1673, 
in the England of joint stock companies and high finance, Bax- 
ter was to write a Christian directory setting out a detailed 
casuistry of Christian conduct in the manner of a medieval 
summa. Naturally, therefore, as far as the first generation of 
reformers was concerned, there was no intention among either 
Lutherans or Calvinists or Anglicans, of relaxing the rules of 
good conscience which were supposed to control economic trans- 
actions and social relations. If anything, indeed, though there 
are exceptions, their tendency was to make them more stringent 
as a protest against the moral laxity of the Renaissance, and, in 
particular, against the avarice which was thought to be peculiariy 
the sin of Rome. 

It is true, of course, that the center of authority was shifted, 
and where Catholics had looked to Rome as the final arbiter, 
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Luther looked to the state. It is true, again, and a truth which 
was to have momentous consequences in the future, that Luther’s 
insistence on the essence of religion as consisting in the contact 
of the soul with God—a contact direct and personal, not mediated 
by any divinely commissioned hierarchy—was calculated to dis- 
credit reliance on external institutions as a religion of works, and 
that, where medieval thought had seen grace as completing 
nature, he was inclined to find an irreconcilable antithesis. It 
is true, finally, that one conclusion which might be drawn, 
though it need not necessarily be drawn, from that attitude, was 
that detailed rules of conduct—a moral casuistry—were needless 
or objectionable, since the Christian has a sufficient guide in the 
Bible and in his own conscience. The first idea is fundamental, 
is reiterated again and again in the address to the German nobil- 
ity, and was embodied in the organization of the Lutheran church. 
The second, which had been expressed a century and a half before 
by Wyclit? in his criticism of gilds—that they disturbed social 
unity by the intrusion of particular corporate interests—reap- 
pears in Luther’s denunciation of medieval charity, of fraternities, 
of chantries, and of the whole body of institutions which implied 
that merit was to be acquired by some special machinery or activ- 
ity apart from the conscientious discharge of the ordinary duties 
of life. The third finds expression in his declaration that the 
Canon Law was a mischievous superfluity—because, as he said, 
“those who understand the Gospel might themselves judge in 
their own consciences what is right and what is wrong in such 
simple and plain matters”—because, in short, the Bible was an 
all-sufficient guide to action. 

A curious example of what that attitude meant in practice 
is given by Luther’s intervention in the economic struggles which 
were going on. in 1525 at Dantzig. The extremists on the Council 

* Select English Works (Arnold): “‘Alle false conspirators been cursed of God and 

Also alle newe fraternityes and gilds made of men make men openly 
to renne in this curse. For they conspiren . . . . against comyn charitie and 
comyn profit of Christian men . . . . and offend other men in their right 
And alle the goodness that is in these gilds each man oweth for to do bi comyn fraternity 


of Christendom, by God’s commandments.”* The last sentence is very like what 
Luther said later. 
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had advanced a radical social programme, including the de- 
mand for the complete prohibition of usury. The moderates 
wrote to Luther imploring him to send a preacher to combat the 
advanced party among the reformers. The letter which Luther 
despatched with him is singularly modern in tone. Its argument 
is that the Christian Faith requires charity in the economic trans- 
actions of men with each other, but that it does not require any 
particular form of it, that, in the question at issue, each man must 
follow the dictates of his own conscience, that the making of 
regulations about matters of social policy is a matter, not for the 
church, but for the secular authorities, and that in framing them 
due regard must be paid to vested interests. 
The Gospel is a spiritual law and not a rule of government 

these matters not the sword, but the spirit of God must instruct and govern. 
. . . . The preacher shall preack only the Gospel rule, and leave it to each 
man to follow his own conscience. Let him who can receive it, receive it: 
he cannot be compelled thereto further than the Gospel leads willing hearts 


whom the spirit of God urges forward Thus ought men to do with 
interest: they should establish aright human ordinances.* 


All this, the refusal to admit that Christianity invokes any partic- 


ular standard of economic conduct, the well-worn antithesis 
between principles and their application, the throwing off of 
responsibility on to the state—is not this the very voice of indif- 
ferentism protesting that Religion is a thing of the spirit and that 
to externalize it in institutions or rules is to degrade it? Has not 
Luther leapt in 1525 to the very center of the position on which 
most churches were to take their stand two centuries later? 
The suggestion is natural. But it is mistaken. Nearly all 
Luther’s utterances on sociai and economic matters were piéces 
d’occasion—this letter was written to quell a riot—and one must 
not look for consistency in them. In reality, Luther, no more 
than his predecessors, accepted the view which afterward 
became prevalent, that the world of business is a compartment 
with laws of its own and that the religious teacher exceeds his 
commission when he lays down rules for the moral conduct of 
secular affairs. The germ of such a conclusion may have been 


* The letter (May 5, 1525) is printed by Neumann, Geschichte des Wuchers in 
Deutschland, App. F. 
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implicit in the teaching of the Reformers. But it was not the 
conclusion which they either drew themselves, or normally wished 
others to draw from it. Both in principle and in detail, in their 
view of religion as embracing all sides of life, and their doctrines 
as to the particular ethical obligations which it involved, the first 
generation of Reformers were thoroughly medieval. Professor 
Troeltsch’ is right in insisting that the Protestantism, both of 
Luther and Calvin, emphasized the idea of a church-civilization, 
in which all departments of life, the state and society, education 
and science, law, commerce and industry are to be regulated in 
accordance with the law of God. Luther, in particular, accepts 
the traditional view of society as an organism of classes with 
different rights and functions, and it lies behind his denunciation 
both of covetous merchants and of revolting peasants. His 
social conservatism has, indeed, a character of its own, which it 
draws at once from the political circumstances of the age and 
from his interpretation of the scope of religion. As fully con- 
vinced as any medieval writer that the institution of serfdom is 
the necessary foundation of society, his opposition to attempts 
to abolish it is intensified by a political theory which exalts the 
absolutism of secular authorities, and a religious doctrine which 
draws a sharp antithesis between the external order and the life 
of the spirit. Hence the demand of the peasants that villeinage 
should be ended because ‘“‘Christ has freed us all” horrifies him 
not merely as portending an orgy of confiscation and anarchy, 
but because it degrades the Gospel by turning a spiritual message 
into a program of social reconstruction. 

This article would make all men equal and so change the spiritual king- 
dom into an external worldly one. Impossible It is a malicious and 
evil idea that serfdom should be abolished because Christ has made us free. 
This refers only to spiritual freedom given us by Christ in order to enable 
us to withstand the devil. .... / A Christian may be a serf, subject, noble 
or prince. His condition has nothing to do with his belief. 

This dualism, which regards the social order and its conse- 
quences, not as the instrument through which grace is mediated, 


*See Die Soziallehren der christlichen Kirchen, and his shorter book, Protestant- 
ism and Progress. 


*Luther, Works, XVIII, 311-19; Melanchthon, XVI, 48-50. 
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but as something external, alien and irrelevant—something, at 
best, indifferent to personal salvation, and at worst the sphere of 
the letter which killeth, was to have a long and momentous his- 
tory before it commanded general acceptance. Luther himself 
is far from consistently maintaining it. In his writings on the 
social issues of his day, insistence on the traditional Christian 
morality is combined with a repudiation of the visible and institu- 
tional frame-work by which it had been attempted to give it a 
practical expression, and in the tragic struggle which results 
between spirit and letter, matter and form, grace and works, his 
intention, at least, is, not to jettison it, but to purify it by an 
immense effort of simplification. As far as the content of his 
teaching is concerned, he is, indeed, more medieval than the 
medievalists. He throws overboard the qualifications by which 
the later scholastic writers had attempted to adapt their teaching 
to the exigencies of practical life, and reverts to the simple 
patriarchal ethics of the peasant society which in his day was 
breaking up. In marked contrast to Calvin, who accepted the 
main institutions of a commercial civilization and based his 
ethical teaching upon them, Luther is opposed to the whole eco- 
nomic movement of the age, and denounces large scale commerce, 
the luxury trade with India which was becoming so important, 
finance speculations and credit, commercial companies and com- 
binations, as in their very essence belonging to the kingdom of 
darkness which the Christian will shun. He may attack the 
Canon Law in general. But when he speaks on economic matters, 
as in his long sermon on usury in 1520, or his tract on Trade and 
Usury in 1524, the doctrine to which he appeals is the straitest 
interpretation of the Canon Law and nothing else. In the 
matter of usury he goes even farther than the orthodox teaching, 
since, not content with insisting that lending ought to be free, 
he denounces both the payment of interest as compensation for 
loss and the practice of investing in rent charges, which the 
Canon Law allowed. In the matter of prices he merely rehearses 
the traditional doctrine. 


A man should not say: “I will sell my wares as dear as I can or please,” 
but “I will sell my wares as dear as is right and proper.” For thy selling 
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should not be a work that is within thy own power or will, without all !aw 
and limit, as though thou wert a God, bounden to noone. But because thy 
selling is a work that thou performest to thy neighbour, it should be re- 
strained within such law and conscience that thou mayest practice it with- 
out harm or injury to him. 


If a price is fixed by public authority, the seller must keep to it. 
If it is not, he must follow the price of common estimation. If he 
has to fix it himself, he must consider the income needed to main- 
tain him in his station in life, his labor and his risk, and must 
settle it accordingly. He must not take advantage of scarcity 
to raise it. He must not corner the market. He must not deal 
in futures. He must not sell dearer for deferred payments. 
Naturally, with such a code of ethics, Luther finds the develop- 
ments of his generation, international finance, great companies 
monopolizing the eastern spice crops, arbitrage dealings on the 
exchanges, shocking beyond measure. His ideal is the conserva- 
tive one, a society of small matters and peasants dealing with each 
other according to the laws of Christian charity, and he has no 
thought that the ethics of business life can be other than those of 
the New Testament. Where he differs from the medieval 
doctrine is not in the content of his teaching, or in his conception 
of a certain standard of economic morality as incumbent upon 
Christians, but in the sanctions to which he appeals. He does 
not, it is true, exclude ecclesiastical discipline. But he is impa- 
tient of it. The Christian, he argues, needs no elaborate mecha- 
nism to teach him his duty or to correct him if he neglects it. 
He has the scripture and his own conscience; let him listen to 
them. 

There can be no better instructions in . . . . all transactions in temporal 
goods than that every man who is to deal with his neighbour present to him- 
self these commandments: ‘‘What ye would that others should do unto you, 
do ye also to them,” and “Love thy neighbour as thyself.” If these were 
followed out, then everything would instruct and arrange itself; then no 
law books nor courts, nor judicial actions would be required; all things would 


quietly and simply be set to rights, for every one’s heart and conscience 
would guide him. 


“Everything would arrange itself.” Few would deny it. But 
a medieval writer might have answered: How, if it does not? 
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Is it possible to overcome the tension between the individual and 
the social order by suppressing one term in the relation? If it is 
true that the inner life is the sphere of religion, does it follow that 
the external order is not? To wave aside the outer world of 
institutions, law, the social mechanism as irrelevant to the life 
of the spirit, is not this to abandon, instead of facing, the problem 
of making Christian morality prevail, for which the medieval 
writers, with their conception of a hierarchy of values related to 
a common end, had attempted, however imperfectly, to offer a 
solution? Nor is Luther unconscious of the difficulty created 
by erecting into an absolute antithesis what had been regarded 
as differences of degree within a larger unity. He meets it by an 
appeal to the state, by a treaty of partition between secular and 
spiritual which assigns to the secular authorities the social ethics 
for which his philosophy can find no room in the church. “No 
one need think that the world can be ruled without blood. The 
civil sword shall and must be red.”” The maintenance of Chris- 
tian morality and the reform of economic abuses is to be in the 
hands, not of ecclesiastical authorities, but of the god-fearing 
Prince. 

There were thus several elements in Luther’s social teaching, 
the repudiation of the traditional ecclesiastical discipline, the 
emphasis on righteousness in economic dealings as part of the 
Christian morality of the individual, and the appeal to the state 
to introduce the reforms needed to insure it. These two latter 
points of view were destined in the future to fall apart, social 
morality becoming a problem of policy not of conduct, and, 
because it was regarded as a problem of policy, ceasing to be 
regarded as the concern of religion. In the sixteenth century, 
when church and state were not clearly separated, when member- 
ship of the church and citizenship were normally identified, and 
when it was assumed to be the function of the secular ruler to 
enforce the rules of Christian morality, the future division was 
not apparent, and both points of view are represented in the writ- 
ings of the period. The former continued to produce treatises on 
moral casuistry in the medieval manner, written by reformers as 
well as by Romanists. Three excellent examples would be Bul- 
linger’s Decades, Dr. Thomas Wilson’s Discourse Upon Usury, or 
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the less well-known book of Nicholas Heming on The Lawful Use 
of Riches, which became a standard work on social morality from 
the reformers’ standpoint, was translated into English, freely 
quoted by Anglican divines and incorporated in its entirety in a 
treatise on usury which was published in 1578, and of which the 
title itself is a sermon." 

Heming’s book is intended to do for Protestants what manuals 
like the Pupilla Oculi or Dives et Pauper had done for Catholics. 
Starting from the thesis that “either to have riches, or to bargain, 
is in itself no sin,”’ but that “many both in the getting, possessing, 
and using of riches do offend,” the author goes on to give rules for 
the practical guidance of human affairs, ‘‘whereby the godly dis- 
posed person may both know how to attain riches commendably, 
and, being attained, to use them virtuously as becometh a Chris- 
tian; and also to deal so in the contracts now used as neither him- 
self shall be troubled with guiltiness of conscience, nor his neigh- 
bour hindered, much less impoverished by extreme oppression.” 
The Christian is bound to labor for his living: ‘‘he may be a mer- 
chant, an husbandman, an artificer, according to his fancy: idle 
he may not be, if he be a Christian.” He must use his wealth “‘for 
the glory of God and to adorn the Commonwealth.” In all his 
bargains he must study to give not less than he gets. Not every 
price is lawful, but only “that which is approved by indifferen- 
and wise men in authority, or paid according to the common 
estimation of the thing, at such tyme as the bargain is made.” 
Engrosser and regrators are grievous offenders. ‘‘But one will 
say tome: ‘The ware is mine . . . . Hath not the buyer choice 
either to buy or not to buy?’ Cloak the same by what title you 
list, your sin is exceeding great He that hurteth one 
man is in a damnable case. What shall be thought of thee, 
which bringest whole households to their graves?” As for 
interest, ““‘whatever be lent, if more be received back for the 
bounden duty of lending than was lent, the same is usury, the 
taking of which overplus is wicked.” 

*A General Discourse against the damnable Sect of Usurers, grounded upon the 
word of God and confirmed by the authority of doctors both ancient and new, necessary 


Sor all times, but specially profitable for these latter days, in which charity being banished 
covelousness hath gotten the upper hand. 
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This line of thought, a moral casuistry designed to supply 
guidance to conduct in the practical affairs of business, so far 
from being interrupted by the Reformation, was continued by one 
Protestant writer after another—one need mention only Puritans 
like Ames and Baxter—down to the end of the seventeenth cen- 
tury. But it is increasingly accompanied by another, the appeal 
to the Godly Prince to reform the evils of society by legislation, 
which sprang naturally from the recognition of the sovereignty 
of the secular state as against the Pope, and which contained, in 
a religious dress, the germs of the political doctrine that afterward 
became known as mercantilism. Bucer’s De Regno Christi is an 
early specimen of it. Bucer, the ex-Dominican and Reformer of 
Strasburg, had taken refuge in England in 1548 and became tutor 
to Edward VI. What sort of ideas that poor child had absorbed 
can be read in his journal: they are the commonplaces of the 
traditional social morality—society an organism of classes with 
different functions, gentry not to encroach on commons or com- 
mons on gentry, economic greed the ruin of commonwealths. 
What sort of teaching was in the air can be seen from the epi- 
grams of Crowley, or the sermons of Lever and of Latimer, who 
in the spring and summer of 1549 was thundering against the 
step-lords at Paul’s Cross. Bucer was in England when the 
agrarian agitation was at its height, when the gentry were ter- 
rified by the concessions which Somerset made to it, when the 
peasants under Ket were saying that they would leave as many 
gentlemen in Norfolk as there were white bulls, and Sir William 
Paget, the secretary to the Council, was telling Somerset that 
unless enough blood were let, there would be another, and a 
worse, German Peasants’ war in England. His book, which owes 
something to Plato and the classical renaissance, is a manual 
of Christian politics, a half-way house between the traditional 
teaching as to Christian conduct and the state organization of 
economic life. The identity of church and state is assumed: the 
power which is to establish the rule of the Saints is to be the 
Christian King. And the rule of the saints is no trifle. Wilful 
idlers are to be excommunicated by the church and punished by 
the state. The government is to insist on pasture being put under 

* Letter of July 7, 1549, in Strype, Ecclesiastical Memorials. 
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the plough, is to revive the woolen industry, is to introduce the 
linen industry. ‘Trade in itself is honorable. But most of the 
merchants who conduct it are such “that, after the shaven priests, 
no class of man is more pestilential to the commonwealth: 
their works are usury, monopolies, and the bribery of govern- 
ments to overlook both. The remedies are simple. The State 
must fix a just price, “‘a very necessary but an easy matter.” 
Only ‘‘pious persons, devoted to the commonweal more than to 
their own interests,” are to be allowed to engage in trade at all. 
Finally in every parish a school is to be established. The govern- 
ment of Edward VI, like all Tudor governments, made its experi- 
ment in fixing just prices and forbidding depopulation by en- 
closures. What they thought about restricting trade to persons 
of piety we do not know, but can guess. As for the schools, what 
they did for them Mr. Leach has told us. They swept away their 
endowments wholesale. ‘King Edward VI’s Grammar Schools” 
are the grammar schools which King Edward VI, or rather his 
courtiers, did not destroy. 

Both the teaching of personal economic ethics, represented 
by Heming, and the emphasis on the state as the guardian of 
a righteous moral order, represented by Bucer, are not exceptional 
but typical, and were followed by a long line of writers in both 
manners. If the conception of religion as embracing all interests 
and activities of life is to be called medieval, then in England a 
stream of medievalism, though a dwindling one, runs on to the 
Civil War. The view of religion as a thing private and individual 
may appear to us today to have been the natural end of the pro- 
cess which began with the Reformation. But if so, it was an 
end which was neither anticipated nor desired by reformers, and 
no Protestant need feel that to emphasize the social ethics of 
Christianity is to betray his spiritual ancestors, since the obliga- 
tion and right of the church to claim the whole world of social 
institutions and economic activity as the province of religion was 
ground common in the sixteenth century to Protestants and 
Catholics. 

In England the collision of religious thought with the new 
economic tendencies and its gradual defeat can be traced in the 
agitation caused by enclosures and pasture-farming. It revealed 
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both the strength and the weakness of the attitude toward eco- 
nomic issues inherited from the Middle Ages. Faced with a not 
dissimilar crisis two centuries later, the leaders of the church, 
with hardly an exception, were silent; for they were not conscious 
of pressing any body of social doctrine which could serve as a 
criterion for the economic practice of their age. If, in the earlier 
period, men of religion from Latimer to Laud met the powerful 
class interests of the squirearchy with admonitions against “‘lay- 
ing house to house and field to field, after the manner of covetous 
worldings,” the reason was not merely the social weight of the 
rural middle classes. It was still more the influence ot a social 
philosophy which admitted no antithesis between individual 
morality and an impersonal social order, and which still aspired 
to treat all human activities and interests as the province of 
religion. In face of a movement in which human relations seemed 
to be sacrificed to pecuniary gain, men felt that not merely mate- 
rial interests, but the moral foundations of society were menaced. 
The preachers took the lead in denouncing it, not only because 
where we see the natural operation of economic forces, they saw 
plain moral issues—covetousness, extortion, the greed which 
“brings the livings of many into the hands of one,”’ the defeat of 
Christian charity by a cynical egotism which recognizes the laws 
neither of man nor of God—but even more because, behind par- 
ticular acts of oppression, there was thought, and thought rightly, 
to be a view of social relations incompatible with what had been 
regarded to be the standards of a Christian commonwealth. 
Society is an organism—if landlords grind their tenants, how can 
they live ‘‘as they be joined in one body politic under the King” ? 
The property owner is a trustee whose rights are derived from the 
function which he discharges, and are limited by the rules of chari- 
table dealing toward those dependent upon him. If he repudi- 
ates the obligation and claims to make what profit of his own that 
he can, a vista is opened of illimitable extortion in which the very 
foundations of society will be dissolved. It was the consciousness 
of a collision between incompatible ethical conceptions, between 
property as a responsible office and property as a mere aggregate 
of economic rights, even more than social compunction, which 
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made the land question for a century the theme of the moralist, 
and Crowley did not exaggerate when he argued that the sponta- 
neous doctrineless communism of the peasantry was closer in spirit 
to the traditional teaching of the church than the individualism 
which recognized no limitations other than the letter of the law. 
The appeal to the moral law was impressive: most men would 
rather fail with Latimer than succeed with Paley. Its weakness 
was that of all political philosophies which meet the triumphant 
onset of economic forces with a generalized appeal to traditional 
morality and an idealization of the past: it was never made con- 
crete enough to supply detailed rules of social and economic 
conduct. In insisting that the rights of landowners were con- 
tingent and derivative, not unconditional, the church failed to 
make evident how in an age when customary restraints had been 
shattered, the supremacy of moral standards could in practice 
be reconciled with a recognition of new economic facts. 

The collision of religious thought with the forces of the new 
world and their gradual defeat, of which one aspect is revealed 
by the agrarian agitation, can be traced even more clearly in the 
controversy over what was called good conscience in bargaining. 
The issue over which the struggle between new economic move- 
ments and the traditional teaching of the church was most defin- 
itely joined and continued longest was not, as the modern reader 
might have supposed, that of wages, but that of prices and money 
lending. The reasons were partly practical, partly theoretical. 
On the one hand the wage-earners were still a minority scattered 
among the interstices of a “distributive state” based upon a wide 
diffusion of property, and the medieval wage problem, which con- 
sisted in the scarcity of labor, had not yet been replaced by the 
modern wage-problem, which consists in its abundance. To the 
peasant farmer or small master who, outside certain branches of 
the textile industries, mining and commerce, was the typical 
figure, the crucial problem was still the power of the middle-man 
or the money-lender, often the same person, to whom he pledged 
his crops or his wares in return for immediate accommodation, 
and it was the more crucial in the sixteenth century, because the 
development of foreign trade, of joint stock enterprise, and of 
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large scale finance, both private and public, were confronting 
him with the alien environment of an increasingly commercial 
civilization. The farmer must borrow money when the season 
is bad, and when his beasts die on him, or merely to finance the 
interval between sowing and harvest. The craftsman must buy 
raw materials on credit and get advances before his wares 
are sold. The young tradesman must scrape together a little 
capital before he can set up shop. Even the cottager who buys 
grain at the local market must constantly ask the seller to “give 
day.’’ For almost everyone the partition between comfort and 
actual want is thin—a village may be half-starved through a local 
famine when in the next county there is actually a surplus of 
foodstufis. Almost every one, therefore, at one time or another, 
has need of the money-lender. And the lender is often a monopo- 
list—‘‘a money-master,’’ a malster or corn-monger, “a: rich 
priest,”’ who is the solitary capitalist in a community of peasants 
and artizans. Naturally he is apt to become their master. 
The problem was particularly acute in connection with the land 
question of the day. Apart from the transactions of the greater 
land-owners, in which considerable sums of money changed hands, 
borrowing was a normal and necessary incident in the life of the 
peasantry. Like the peasant proprietor in Germany and Russia, 
before the depreciation of money had wiped out mortgages, the 
copyholder or yeoman of Tudor England was apt to slip into a 
position in which he was little more than the caretaker of the 
creditor from whom he had borrowed to stock his farm. Some- 
times he gets an advance from his landlord and must work off 
the debt in personal 'abor on the demesne. Since he has hardly 
any capital of his own, he cannot afford to wait for his money till 
his produce is sold. He therefore pledges his crops while they 
are still standing for immediate accommodation, or sells them 
outright. The dealer acts in the manner sometimes ascribed to 
a modern elevator company. He buys corn cheap because the 
sale is forced, and sells it dear because he can wait till prices rise.* 


* See, e.g., The death of usury or the disgrace of userers, compiled more pithily 
than hath hitherto been published in English (Cambridge, 1594): ‘He that laith out 
£100 in corne doth sometimes gain above 50, yea 100, in the 100, for not long since 





SIXTEENTAH-CENTURY RELIGIOUS THOUGHT 657 


Nor is it only the peasant farmer who is at the mercy of the 
money-lender. In the textile industry of East Anglia and of the 
West of England, in addition to a highly developed credit system 
among the capitalist clothiers and merchants, the cottager is con- 
stantly in debt not only to the peddler who distributes wool but 
also to the employer who acts as his banker, advances him money 
for his weekly outgoings before an order is completed and some- 
times provides him with a loom. In the hardware industry the 
craftsman is almost to the same extent dependent on a merchant. 
In the tin-mining industry of Cornwall not only does the great 
concessionaire —the “‘tin-master”’ draw on the buyer for advances 
to finance his operations but, since the yield of ore is slow and 
uncertain, the working miner is constantly in debt to the tin- 
master.” 

In such circumstances it is not surprising that there should 
have been a popular outcry against usury, or that both public 
effort and private charity should have tried to restrain the money- 
lender or to turn his flank by providing opportunities for borrow- 
ing on easier terms than he offered. It is still less surprising that 


religious opinion should have reiterated its denunciation of usury. 
Medieval teaching was repeated in the sixteenth century because, 
in spite of the agrarian and commercial developments of the 
period, economic conditions continued over a wide range of eco- 
nomic life to be what they had been when it was first formulated. 
Its essence had been the insistence on equity in bargaining—a 
contract is fair, as St. Thomas says, when both parties gain 


the price of corne so increased that necessitie willed many to pay the penaltie of their 
bond, than to make delivery of their bargains; hereupon some unreasonable corn- 
mongers, malsters, or such like were grieved that they took no bond, as discontent 
of double gain by the bonder It is a common practice in this country, if a 
poor man come to borrow money of a malster, he will not lend any, but tells him, 
if he will sell some barley, he will give him after the order of fore-hand buyers; the 
man being driven by distress sells his corn for underfoote that, when it comes to be 
delivered, he hath halfe in halfe, oftentimes double the value.” 

‘The best account of credit in the woolen industry is in S.P.D. James I, |xxx 
13 (1615), of which part has been printed by Unwin, Industrial Organization in the 
Sixteenth and Seventeenth Centuries, App. A: See also S.P.D. Eliz., cvi, 48, and 
Victoria County History of Suffolk. For credit in tin mining see Lewis, The 
Stanuaries, pp. 214-20. 
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equally from it—and the prohibition of usury had been the kernel 
of it, not because the gains of the money-lender were the only 
species, but because, in the economic conditions of the age, they 
were the most conspicuous species of extortion. Alike in the 
Middle Ages and in the sixteenth century, the word usury had 
not the specialized sense which it carries today. Like the modern 
profiteer, the usurer was a character so unpopular that most 
unpopular characters could be called usurers, and by the average 
practical man almost any form of bargain which he thought 
unfair would be classed as usurious. Not only the taking of 
interest for a loan ot money, but the raising of prices by a monopo- 
list, the beating down of prices by a keen bargainer, the rack 
renting of land by a landlord, the subletting of land by a tenant 
at a rent higher than he himself paid, the cutting of wages and the 
paying of wages in truck, the refusal of discount to a tardy debtor, 
the insistence on unreasonably good security for a loan, the exces- 
sive profits of a middleman, all these had been denounced as 
usury in the very practical thirteenth-century manual of St. 
Raymond: all these were among the “uniawful chaffer,” “the 
subtlety and sleight” which was what the plain man who sat 
on juries and listened to sermons in parish churches meant by 
usury three centuries later. If he had been asked why usury 
was wrong, he would probably have answered with a quotation 
from scripture. If he had been asked for a definition of usury, 
he would probably have been puzzled, and would have replied 
in the words of a member of Parliament who spoke on the bill 
introduced in 1571: “It standeth doubtful what usury is: we 
have no clear definition of it.” The truth is that any bargain 
from which one party obviously gained more advantage than the 
other and used his power to the full was regarded as usurious, and 
the description which best sums up alike popular sentiment and 
ecclesiastical teaching is applied in the comprehensive indictment 
applied by his parishioners to an unpopular divine who lent at 1d. 

* Summa Pastoralis (printed by Ravaisson, Catalogue générale de M.S.S. des 
bibliothéques publiques des departements, I, 592 ff.). 

2 D’Ewes, Journals of the House of Commons, sub anno 1571. 
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in 1s.—the cry of all poor men since the world began— Dr. 
Bennett is a great taker of advantages.”* Hence the controversy 
over usury among men of religion which goes on from the Refor- 
mation to the Civil War is something much more important than 
the discussion of a legal technicality. It raises, in connection 
with what had been the central doctrine of medieval teaching, 
the whole question of the social ethics of the Christian faith, of 
the practical conduct which they involve, and of the duty of the 
church to expound them. It reveals, more clearly even than the 
land question, the character of the internal weaknesses and exter- 
nal criticism which caused this aspect of Christian teaching to be 
temporarily obscured. 

What was the attitude of the English Church toward questions 
of economic morality during and after the Reformation? It is 
clear, in the first place, that there was no intention, at least, of 
breaking with the traditional doctrine. There is an immense 
mass of literature on these matters Nearly all of it is by ecclesi- 
astics. Some of it is by very eminent ecclesiastics. There are 
the sermons of Archbishop Sandys.? There is the book of Thomas 
Wilson,’ Doctor of the Civil Law, Master of the Court of Re- 
quests, for a short time secretary of State. There are the Decades 
of Bullinger,* the Swiss reformer, of which three English transla- 
tions were made.in the ten years following his death (1574), and 
which convocation in 1586 required to be cbtained and studied 
by all the inferior clergy. To the critic who objects that the 
moral discipline of the church has been abrogated by the new 
religious dispensation, no less a person than a secretary of state 
replies that “the dissembling Gospeller”’ who “for private gain 
undoeth the welfare of man,” is as reprehensible as “the wilful 
and obdurate Papist”; that men ought not “altogether to be 
enemies to the Canon Laws . . . . because the Pope was author 
of them,” and that “there be some such laws made by the Pope 


* S.P.D. Eliz., cclxxxvi, 19 and 20. 
? Sandys, second, tenth and eleventh of Sermons (Parker Society). 
3 Wilson, A discourse on Usury by way of Dialogue and Oration (1572). 


‘Bullinger, Third Decade. First and second Sermons (Parker Society). 
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as be right godly.”* Medieval schoolmen, councils, and papal 
decretals are quoted freely as evidence that extortion is against 
the law of the church. The assumption throughout is that its 
traditional teaching as to economic ethics is as binding after the 
Reformation as before it. 

Pamphlets and sermons do not deal either with sins which no 
one commits or with sins that every one commits, and the literary 
evidence is not to be dismissed as mere pious platitudinizing. 
But the literary evidence does not stand alone. It is evident, 
in the second place, that the assumption, not of all, but of most, 
churchmen throughout the sixteenth century is that the Canon - 
Law is to be administered, and the Canon Law includes the whole 
body of legislation as to equity in contracts to which reference 
was made in a previous article. True, the clergy after 1535 
administer it no longer as the agents of Rome, but by the author- 
ity of the Crown. True, after the prohibition of the study of 
Canon Law—after the estimable Dr. Layton had “sat Dunce in 
Bocardo”’ at Oxford—it languished at the universities. True, 
for the five years from 1546 to 1551, and again—and on this occa- 
sion for good—after 1571, parliamentary legislation expressly 
sanctioned loans at interest, provided that it did not exceed the 
statutory maximum. But the convulsion which changed the 
source of Canon Law did not, as far as these matters are con- 
cerned, alter its scope; and its validity was not the less because 
it was now enforced in the name, not of the Pope, but of the King. 
As Maitland? has pointed out, there was a moment toward the 
middle ofthe century when the civil law was pressing the common 
law hard. ‘The civil law, as Sir Thomas Smith assured the yet 
briefless barrister, offered a promising career since it was practiced 
in the ecclesiastical courts.3 The civil law had much to say about 
usury; it was a doctor‘ of the civil law under Elizabeth by whom 
the most elaborate treatise on the subject was compiled. By 
an argument made familiar by a modern controversy on which 
lay and ecclesiastical opinion have diverged, it is argued that tie 

* Wilson; of. cit. 

2 Maitland, English Law and the Renaissance. 

3 Quoted, ibid., p. 18. 4 Dr. Thomas Wilson. 
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laxity of the state does not excuse the consciences of men who are 
the subjects not only of the state but of the church. “The 
permission of the Prince’, it was urged, “is no absolution from 
the authority of the Church. Supposing usury to be unlawful 
.... yet the civil laws permit it and the Church forbids it. 
In this case the Canons are to be preferred By the law 
no man is compelled to be a usurer, and therefore men must pay 
that reverence and obedience otherwise due to them that have 
the rule over them in the conduct and obedience of their souls.’* 
It was this theory which was held by almost all the ecclesiastical 
writers who dealt with economic ethics in the sixteenth century. 
Their view was that, in the words of a pamphlet, “By the 
laws of the Church of England, usury is simply and generally 
forbidden.”? When the lower House of Convocation petitioned 
the bishops in 1554 for a restoration of their privileges, they 
urged, among other matters, that “usurers may be punished 
according to the Canon Law as in time past hath been used.’’ 
In the abortive scheme for the reorganization of ecclesiastical 
jurisdiction drawn up by Cranmer and Foxe, usury was included 
in the list of offenses with which the ecclesiastical courts were to 
deal, and for the guidance of judges in what must often have been 
somewhat knotty cases, a note was added explaining that it was 
not to be taken as including the profits derived from objects 
which yielded increase by the natural process of growth. Arch- 
bishop Grindal’s injunctions to the clergy and laity of the Prov- 
ince of York (1571) expressly emphasized the duty of presenting 
to the Ordinary those who lend and demand back more than the 
principal, whatever the guise under which the transaction may 
be concealed. Bishops’ articles of visitations’ down to the Civil 


* J. Blaxton, The English Usurer, or Usury Condemned, 1634. 
? Miles Moses, The Arraignment and Conviction of Usury, 1595. 


3 Cardwell, Synodalia, II, 436 (Burnett, History of the Reformation, Vol. II, 
Part II, p. 320, has “common lands” for “canon laws,” which presumably is a mis- 
print). 

‘Cardwell, Reformatio legum ecclesiasticarum, pp. 206, 323. 


i, London (Burnett, II, 2,308), 1554; Chichester (Wilkins), Concilia, IV, 318), 
Sarum (IV, 321), 1588, Wells (ibid., IV, 416), 1605. 
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War require the presentation of uncharitable persons and usurers, 
together with drunkards, ribalds, swearers, and sorcerers. The 
rules to be observed in excommunicating the impenitent promul- 
gated in 1585, the Canons ot the Province of Canterbury in 1604, 
and of the Irish Church in 1637, all included a provision that the 
usurer should be subjected to ecclesiastical discipline." 

These things, no doubt, were largely matters of common form. 
That they were not wholly so is suggested by the fact that 
throughout the century cases of contracts continue to come before 
the ecclesiastical courts. Even in 1578 a case of clerical usury is 
heard in an archdeacon’s court in Essex.? Even in 1619 two 
money-lenders are cited before the Court of the Commissary of 
London for taking excessive interest and are compelled to amend 
their ways.3 But proceedings before ecclesiastical courts are 
too scanty for any opinion to be offered on the question how far 
such cases were typical. Nor is it primarily to them that we 
ought to turn to trace the operation of the ideas which I have 
described. It is not merely that at all times religious discipline 
is a shadowy measure of the influence of religious opinion, or that 
uncharitable covetousness continues, in the sixteenth century, 
as in earlier ages, to provide abundant business for municipal 
authorities. It was that, under the Tudors, the essence of the 
situation was an identification of church and state which for a 
time made it almost a matter of indifference whether social 
morality was enforced by the ecclesiastical or the secular authori- 
ties. In transferring power from the former to the latter, the 
Reformation had not destroyed the conception of a single society 
in which church and state were coterminous; and when Canon 
Law became the ecclesiastical law of his Majesty, the jurisdiction 
of both inevitably tended to merge. Absorbing the ecclesiastical 
jurisdiction into itself, the monarchy had its own reasons of 
public policy for endeavoring to enforce traditional standards 
of social conduct as an antidote for what Burleigh called the 


* Cardwell, Synodalia, I, 144, 308; Wilkins, Concilia, IV, 509. 
2 Hale, Precedents in Criminal Courts. 


3 Commissary of London Correction Books 1618-25 (H 1841). I am indebted 
to Mr. Fincham of Somerset House for kindly calling my attention to these cases. 
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license ‘‘ grown by liberty of the Gospel.”* One effect, in short, 
of the maturity of the secular state was the more stringent insist- 
ence on rules of conduct which were based ultimately on claims 
that it would have repudiated as treason, and derived theirorigin 
from a conception of the universe almost as alien to the age of 
Elizabeth as to our own. In the sphere of poor relief the govern- 
ment relies for two generations on appeals to Christian charity, 
backed by gentle persuasion of parson and bishop, as a substitute 
fora poor-rate. In its effort to control prices, it deploys a whole 
arsenal of religious exhortation. Without any sense of incon- 
gruity, the Privy Council? writes to the Bishop of Exeter urging 
him to persuade a money-lender to show “‘more Christian and 
charitable consideration for his neighbours” and to the justices 
of Norfolk to arrest the unconscionable dealings of an usurer. 
Ecclesiastical authorities, in their turn, rely on secular machinery 
to enforce not only religious conformity but Christian morality, 
because both are elements in a society in which secular and spirit- 
ual business has not yet been disentangled. Naturally, it is in 
the ill-fated alliance between Crown and bishops which reached 
its climax in the thirties of the seventeenth century that the 
fusion is most complete. ‘If any man be so addicted to his pri- 
vate interest that he neglects the common state,”’ preached Laud 
on June 19, 1621, “he is void of the sense of piety and wishes 
peace and happiness for himself in vain. For whoever he be, he 
must live in the body of the commonwealth and in the body of 
the Church.” The attempt to repress economic individualism 
is as natural in the author of these words as the attempt to repress 
religious individualism. For both seem incompatible with the 
stability of a society in which commonwealth and church are one. 
It is perhaps not surprising, therefore, to find Laud sitting on the 
Court of High Commission, which had intervened before to 
punish usurers, and which in 1631 hears the case of a clergyman 
accused of preaching false doctrine as to usury; or, when the 


_ "Hist. MSS., Com., MSS of the Marquis of Salisbury, pp. 162-63. Considera- 
tions delivered to the Parliament, 1559. 
* Acts of the Privy Council, New Series, sub ann. 1586, 1600 and 1601. 
’Gardiner, Reports of Cases in the Courts of Star Chamber and High Commis- 


sion: a cause against Mr. Viccars of Stamford; ibid., Attorney General v. Casen 
and others. 
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Star-Chamber fines an engrosser of corn, improving the occasion 
with the remark that he “had been guilty of a most foul offence, 
which the prophet hath in a very energeticall phrase ‘grinding 
the faces of the poor,’” and that “‘dearth was caused not by God 
but by cruel men’’;' or taking part in the proceedings of the Privy 
Council at a time when it is trying to compel the clothiers to 
raise the wages of spinners and weavers? and to goad reluc- 
tant justices into a more effective administration of the poor 
Laws; or inclined, as Claredon says, ‘‘a little too much to coun- 
tenance the Commission for Depopulation,”’ which, ostensibly 
at least, protects tenants against landlords. The history of the 
rise of individual liberty—to use a question-begging phrase—in 
economic matters, is, it may be suggested in short, somewhat 
similar to its growth in the more important sphere of religion and 
is not unconnected with it. The conception of religion as a thing 
private and individual does not emerge until after a century in 
which religious freedom normally means the freedom of the state 
to prescribe religion, not the freedom of the individual to follow 
what religion he pleases. The assertion of economic liberty as a 
natural right comes at the close of a period in which, while 
religious phraseology remained and a religious interpretation of 
social institutions was, in some cases, sincerely held, the super- 
natural sanctions of social morality had been increasingly merged 
in doctrines based on reasons of state and public expediency. 

For, though the assertion of the traditional economic ethics 
continuéd to be made by one school of churchmen down to the 
meeting of the Long Parliament, it was increasingly the voice 
of the past appealing to an alien generation. The expression of 
a theory of society which had made religion supreme over all 
secular affairs, it had outlived the synthesis in which it had been 
an element, and survived, an archaic fragment, into an age to 
whose increasing individualism the idea of corporate morality 
was as objectionable as that of ecclesiastical discipline was becom- 
ing toits religion. The collision between the prevalent practices 
and what still purported to be the teaching of the church is almost 

t Ibid. 

2 Privy Council Register, Charles I, Vol. I (1630), pp. 350-51. 

3 Clarendon, History of the Rebellion, I, 206. 
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the «mmonest theme of the economic literature of the period 
from 1550 to 1640: indeed of much of it, it is the occasion. 
Whatever the church might say, men had asked interest for loans, 
and charged what prices the market would stand, in the very 
zenith of the Age of Faith. But then, except in the great com- 
mercial centers and in the high finance of the papacy and of 
secular governments, their transactions had been petty, individ- 
ual, an occasional shift to meet an emergency or seize an oppor- 
tunity. The new thing in the England of the sixteenth century 
—and one must remember that economically England was still a 
new country—was that devices which had been occasional were 
now a system. In the reign of Elizabeth, the textile industry, 
mining for tin and lead, the improvement of land, are financed 
with borrowed capital. Adventurers speculate on the foreign 
exchanges and there are regular arbitrage dealings—“dry 
exchange,” as contemporaries called them—between England 
and the Continent. In London, in particular, apart from the 
large financial transactions carried through on the Exchange and 
by great commercial houses, even the credit represented by loans 
to impoverished land-owners and necessitous tradesmen had 
become a recognized, if somewhat disreputable, form of business 
enterprise. There was a regular class of pawnbrokers. The 
raising of mortgages was largely in the hands of the scriveners, 
who, from being notaries, had taken on the profitable business of 
acting as financial middlemen, and who, as they made money, 
became money-lenders themselves. If there were not bankers 
who made a trade of accepting and lending deposits—and 
there are some indications that there were—there were at 
any rate men who borrowed to lend again and who made their 
profit on the difference. All this meant the existence of a money- 
market, and the growth of a money-market was enormously 
stimulated by the necessities of the government. During the 
reigns of Henry VIII, Edward VI, and for the first twenty years 
of that of Elizabeth, it was in the hands of foreign financiers, 
mostly at Antwerp, the Fuggers, Schetzes, and Rellingers; after 
1570 or so it relied mainly on the City.’ In both it normally 


* See Burgon, Life of Gresham; Ehrenberg, Das Zeitalter der Fugger; and Scott, 
English Joint-Stock Companies. 
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paid through the nose. A volume might be written from Tudor 
State Papers on the morbid pathology of public finance. 

An organized money-market has many advantages. But it is 
not a school of ethics. Finance, being essentially impersonal, 
a matter of opportunities, securities, and risks, acted among other 
causes as a solvent of the sentiment fostered by the teaching of 
the church and the decencies of social intercourse among neigh- 
bors which regarded keen bargaining as “‘sharp practice.” ‘We 
see,’ wrote Malynes,’ “how one thing driveth or enforceth 
another, like as in a clocke where there are many wheels, the first 
wheel being stirred driveth the next and that the third, and so 
forth, till the last that moveth the instrument that strikes the 
clock; or like as in a presse going in a strait, where the foremost 
is driven by him that is next him, and the next by him that fol- 
loweth him.”” The spirit of modern business could hardly be 
more aptly described. Conservative writers denounced it as 
fostering a soulless individualism, but, needless to say, their 
denunciations were as futile as they were justified. It might be 
possible to put fear into the heart of the village pawnbroker who 
took 100 quarters of wheat when he had lent go, with the warning 
that “the devices of men cannot be concealed from Almighty 
God.” To a great clothier, or to a capitalist like Pallavicino, 
Spinola, or Thomas Gresham who managed the government 
business in Antwerp, such sentiments were foolishness, and usuri- 
ous interest appeared, not bad morals, but bad business. Gres- 
ham appears, indeed, to have made frequent stipulations that 
financiers who advanced money to the government should be re- 
lieved of any penalty to which they might be liable under the 
statutes against usury.? Nor could he well have done otherwise, 
for the sentiment of the city was that of the merchants in Wil- 
son’s Dialogue: ‘‘What man is so mad to deliver his money out 
of his own possession for naught, or who is he that will not make 
the best use of his own that he can?” With such a wind of 
doctrine in their sails men are not far from the days of complete 
freedom of contract. 


:G. de Malynes, Lex Mercatoria. (The passage is quoted by him, almost 
verbatim, from a much earlier work, The Commonweal of This Realm of England, 
1549.)- 

2 Ellis, Original Letters, second series, IT, 313-14. 
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The effect of practical exigencies was seen in the public hand- 
ling of money-lending. In the very year in which those words 
were published, the Act of 1551, which prohibited all interest as 
“a vice most odious and detestable, as in divers places of Holy 
Scripture it is evident to be seen’’ was repealed. Interest was 
sanctioned provided it did not exceed 12 per cent, and both before 
and after the new measure, the government itself had on several 
occasions to suspend the Act in order to borrow above the legal 
rate." But it was seen also in a change in the tone of religious 
discussion. The Crown was supreme ruler of the Church of 
Christ, and it was not easy for a loyal church to be more virtu- 
ous thanits head. Moderate interest was at any rate lawful, and 
it is difficult to damn vices of which the degrees are adjusted on a 
sliding scale fixed by Parliament. Objective economic science 
was beginning its disillusioning career. Religious opinion was 
necessarily affected by it, and, even before the end of the six- 
teenth century, though it did not dream of abandoning its denun- 
ciation of unconscionable bargains, it was surrounding it with 
qualifications. Bullinger,? for example, while denouncing oppres- 
sive contracts, which grind the poor, is obliged to concede, with 
Calvin, that before usury is condemned, it is necessary to con- 
sider both the terms of the loan and the position of borrower and 
of lender. The straiter sort cling to the letter of the traditional 
doctrine. Even D’Ewes, who, though fastidious to the point of 
pedantry, was a man of the world, ascribed the fire which de- 
stroyed his father’s hcuse, savings and title deeds to the fact that 
“the greatest part of the sum which he paid for those lands was 
gotten by the receiving of interest,” “having a scruple not to give 
or take and use” was unable himself ‘‘ to borrow in the ordinary 
way,” and in his will provided that the capital left his daughters 
was to be used to buy either land or annuities, not to be lent for a 
fixed, and therefore a usurious, interest. A scrupulous parson 
refuses a cure till he is assured that the money which will pay him 
comes from the rent of land, not interest on capital.4 But even so 


*E.g. S.P.D. Mary, Vol. XII, No. 52, and S.P.D. Eliz., Vol. 19, No. 2. 

* Bullinger, Third Decade. 

3 The Autobiography and Correspondence of Sir Simonds D’ Ewes, Bart., edited 
by Halliwell, I, 206-12, 322, 354, and II, 96, 153-4. 

4 Blakeway, History of Shrewsbury, II, 364 and 412. 
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there are difficulties. The parson of Kingham* bequeathed a cow 
to the poor of Burford, which is “‘set to hire for 4s. a year” and the 
money used for helping them. But the arrangement has its 
inconveniences. This particular communal cow is “very like 
to have perished through casualty and ill-keeping.” Will not 
the poor be surer of their money if the cow is disposed of for cash 
down? So it is sold to the man who previously hired it and the 
interest spent on the poor instead. Is this usury? The books 
of Dr. Wilson, Miles Mosse, Fenton and a score of others were 
written to answer such questions. They are learned and some 
of them are good reading, but it may be doubted whether they 
satisfied any one but their authors. The truth is that, in spite 
of the sincerity with which it was held that the transactions of 
business must somehow be amenable to the moral law, the code 
of practical ethics which that claim implied had been hammered 
out to meet the conditions of a very different economic environ- 
ment from that of commercial England in the seventeenth cen- 
tury. It had tried to moralize economic relations by treating 
every transaction as a case of personal conduct involving per- 
sonal responsibility. In an age of impersonal finance and world- 
markets, it had no specific to offer—granted that I should 
love my neighbor as myself, the question which, under modern 
conditions of large-scale organization, remains for solution is, 
Who precisely is my neighbor ?—and it was merely restated when 
to be effective it should have been recreated. Religion had not 
yet consoled itself for the practical difficulty of applying its prin- 
ciples, by clasping the comfortable formula that for the dealings 
of economic life no moral principles exist. But for the problems 
of large-scale organization it offered, in its traditional form, little 
guidance. Its practical ineffectiveness prepared the way for 
its theoretical abandonment. 

This difficulty was fundamental. It made itself felt in coun- 
tries where there was no Reformation, no Puritan movement, 
no common law jealous of its rights and eager to prune eccle- 
siastical excesses. But in England there were all three, and from 
the beginning of the last quarter of the sixteenth century eccle- 
siastical authorities zealous to enforce traditional morality had to 

* Hist. MSS Com., MSS of Burford, p. 46. 
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reckon with a temper which denied their right to exercise any 
jurisdiction at all, above all any jurisdiction interfering in eco- 
nomic matters. It was not merely that there was the familiar 
objection of the plain man that parsons know nothing of business 
—that “‘it is not in simple divines to show what contract is lawful 
and what is not.’”* More important, there was the opposition 
of the common lawyers to part, at least, of the machinery of 
ecclesiastical discipline. In the last resort appeals from ecclesi- 
astical courts went either to the Court of Delegates or the 
Court of High Commission, which was, as Whitgift said, ‘‘the 
only means we have to punish and restrain persor* which refuse 
to observe laws and keep order.’* And from th« eighties of the 
sixteenth century the judges were from time te time staying 
proceedings before the Court of High Commission by prohibi- 
tions. Most fundamental of all, there was the growth of a theory 
of the church which denied the very principle of a discipline 
exercised by bishop and archdeacons. In what light the juris- 
diction of the ecclesiastical courts had been regarded in the later 
Middle Ages is shown by the frequent by-laws which municipal 
authorities made forbidding burgesses to plead before them. 
The acquiescence of the laity in the moral jurisdiction of the 
clergy had been accorded, in fact, with less and less readiness for 
two centuries before the Reformation. With the growth under 
Elizabeth of a vigorous Puritan movement, which had its strong- 
hold among the trading and commercial classes, it became to a con- 
siderable proportion of the population little less than abhorrent. 
Their dislike of it was based, of course, on weightier grounds than 
the occasional interference of ecclesiastical courts in matters of 
business. But it had as an inevitable result that with the 
disparagement of the whole principle of the existing ecclesi- 
astical jurisdiction, that particular use of it was also discredited. 
It was not that Puritanism implied a greater laxity in social 
relations. On the contrary, as is suggested in a subsequent 
article, it stood, in theory at least, for a stricter discipline of 
the life of the individual, alike in his business and in his pleas- 
ures. But it repudiated as anti-Christian the organs through 
* Wilson, A Discourse of Usury. 
* Quoted Usher, The Rise and Fall of the High Commission, p. 99. 
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which such discipline had in fact been exercised. When the 
Usury Bill of 1571 was being discussed in the House of Com- 
mons, reference to the Canon Law was met by the protest 
that the Canon Law was abolished, and that “they should 
no more be remembered than they are followed.”* Two genera- 
tions later the whisper had become a hurricane. In a tract 
written in 1637, “‘Breviate of the Prelates’ Usurpations,” by one 
W. Huntley, a pseudonym used by Prynne, the interference of 
the church with matters of trade and money-lending is selected 
for special animadversion. And Laud himself lived to be reminded 
in the days of his ruin of the sharp words with which he had 
barbed the fine imposed by the Commission of Depopulation 
upon an enclosing landlord.2? “‘Not many good days,” wrote 
Penn, “since ministers meddled so much in laymen’s business.’ 
That sentiment was a dogma on which, after the Restoration, 
both Cavalier and Roundhead could agree. It inevitably re- 
acted not only upon the practical powers of the clergy, which, 
in any case, were feeble, but on the whole conception of religion 
which regarded it as involving the control of economic self-interest 
by what Laud had called “the body of the church.” The result 
was that denial of spiritual significance in the relations of organ- 
ized society which may be called Indifferentism. 

The change had begun before the civil war. It was com- 
pleted with the Restoration and, still more, with the Revolution. 
In the eighteenth century it is superfluous to examine the teaching 
of the Church of England as to social ethics, for it brings no dis- 
tinctive contribution, and, except by a few eccentrics, the very 
conception of the church as an independent moral authority, 
whose standards may be in sharp antithesis to social conventions, 
has been abandoned. An institution which possesses no philoso- 
phy of its own inevitably accepts that which happens to be prev- 
alent. What set the tone of social thought in the eighteenth 
century was.partly the new Political Arithmetic which had come 
to maturity at the Restoration, and which, as was natural in the 
first great age of English natural science—the age of Newton, 

* D’Ewes, Journal of the House of Commons, sub. ann. 1571. 

?.§.P.D. Charles I, Vol. 437, No. 10. 

3 Penn., No Cross No Crown, Part I, chap. xii, § 8. 
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of Halley, of the Royal Society—drew its inspiration, not from 
religion or morals, but from mathematics and physics. It was 
still more the political theory associated with the name of Locke, 
but popularized and debased by a hundred imitators. Society 
is not a community of classes with varying functions, united to 
each other and to God by mutual obligations arising from their 
relation to a common end. It is a joint stock company rather 
than an organism, and the liabilities of the shareholders are 
strictly limited. They enter it in order to insure the rights 
already vested in them by the immutable laws of nature. The 
state—a matter of convenience, not of supernatural sanctions— 
exists for the protection of them, and fulfils its object in so far 
as, by maintaining contractual freedom, it secures full scope for 
their unfettered exercise. But the most important of those 
rights are property rights, and property rights attach mainly, 
though not, of course, exclusively, to the higher orders of men, 
who hold the tangible, material ‘‘stock”’ of society. Those who 
do not subscribe to the company have no legal claim for a share 
in the profits, though they have a moral claim on the charity of 
their superiors. Hence the curious phraseology which treats all 
below the nobility and gentry as ‘“‘the poor’’—and the poor, it is 
well known, are of two kinds, “the industrious poor,’ who work 
for their betters, and “‘the idle poor” who work for themselves. 
Hence the unending discussions as to whether the laboring poor 
are to be classed among the “productive” or “unproductive” 
classes—whether they are, or are not, really worth their keep. 
Hence the indignant repudiation of the suggestion that any sub- 
stantial amelioration of their lot could be effected by any kind 
of public policy. “It would be easier, where property was well 
secured, to live without money than without poor, . . . . who, 
as they ought to be kept from starving, so should they receive 
nothing worth saving”; “the poor have nothing to stir them up 
to labour but their wants, which it were wisdom to relieve, but folly 
to cure”; “to make society happy, it is necessary that great 
numbers should be wretched as well as poor’; such sentences 
from a work’ printed in 1720 are not typical. But they are as 
straws which show which way the wind was blowing. 
* Mandeville, The Fable of the Bees. 
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In such an atmosphere temperatures were naturally low and 
equable, and enthusiasm, if not a lapse in morals, was an intellec- 
tual solecism and an error in taste. Religious thought was not 
immune from the same influence. It was not merely that the 
church, which, as much as the state, was the heir of the Revolu- 
tion settlement, reproduced the temper of an aristocratic society 
as it reproduced its class organization and economic inequalities. 
The significant thing was that, apart from certain groups and 
certain questions, it accepted the prevalent social philosophy 
and adapted its teaching to it. The age in which political theory 
was cast in the mold of religion had yielded to one in which reli- 
gious thought was not an imperious master, but a docile pupil. 
Conspicuous exceptions like Law, who reasserted with matchless 
power the idea that Christianity implies a certain way of life, or 
protests like Wesley’s sermon on The Use of Money, merely 
heighten the impression of a general acquiescence in the conven- 
tional ethics. The prevalent religious thought, which might not 
unfairly be described as morality tempered by prudence, and 
softened, on occasion, by a rather sentimental compassion for 
inferiors, had as its rational counterpart a social philosophy 
which repudiated teleology and substituted the analogy of a self- 
regulating mechanism moved by the weights and pulleys of eco- 
nomic motives for the theory which had regarded it as an organ- 
ism composed of different classes united by mutual obligations 
springing from their common relation toa commonend. Sucha 
view, with its emphasis on the economic harmony of apparently 
conflicting interests, left small scope for moral casuistry. The 
materials for the moralist or the reformer were, indeed, abundant 
enough. The phenomena of early commercial capitalism—con- 
sider only the orgy of financial immorality which culminated in 
1719—were of a kind which might have been expected to shock 
even the not oversensitive conscience of the eighteenth century. 
Two centuries before the Fuggers had been denounced by 
preachers and theologians; and, compared with the men who 
engineered the South Sea Bubble, the Fuggers had been innocents. 
In reality religious opinion was quite unmoved by the spectacle. 
The traditional scheme of social ethics had been worked out in a 
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simpler age; in the commercial England of Banking, and Ship- 
ping, and Joint-Stock enterprise, it seemed, and was called a 
Gothic superstition. From the Restoration onward it was quietly 
dropped. The usurer and engrosser disappear from episcopal 
charges. In the popular manual called The Whole Duty of Man, 
first published in 1658 and widely read during the following cen- 
tury, extortion and oppression still figure as sins, but the attempt 
to define what they are is frankly abandoned. If preachers have 
not yet overtly identified themselves with the view of the natural 
man expressed by an eighteenth-century writer in the words 
“Trade is one thing and religion is another,’* they imply a not 
very different conclusion by their silence as to the possibility of 
collisions between them. The characteristic doctrine was one, 
in fact, which left little room for religious teaching as to economic 
morality, because it anticipated the theory which saw in economic 
self-interest the operation of a providential plan, which Smith 
afterward epitomized in his famous reference to the invisible 
hand leading the merchant to pursue, without knowing it, 
the service of society. ‘National commerce, good morals and 
good government,”’ wrote Dean Tucker, of whom Warburton 
unkindly said that religion was his trade and trade his religion, 
“are but part of one general scheme, in the designs of Provi- 
dence.” 

Naturally, on such a view it was unnecessary for the 
church to insist on commercial morality, since sound morality 
coincided with commercial wisdom. ‘The existing order, except 
in so far as the short-sighted enactments of governments inter- 
fered with it, was the natural order, and the order established by 
nature was the order established by God. Most educated men, 
in the middle of the century, would have found their philosophy 
expressed in the lines of Pope: 


Thus God and Nature formed the general frame, 
And bade self-love and social be the same. 


Naturally, again, such an attitude precluded a critical examina- 

tion of institutions, and left as the sphere of Christian charity 

only those parts of life which could be reserved for philanthropy. 
* Mandeville, of. cit. 
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precisely because they fe]l outside the larger area of normal human 
relations in which the promptings of self-interest provided an all- 
sufficient motive and rule of conduct. Naturally, therefore, it 
was in the sphere of providing succor for the noncombatants and 
for the wounded, not in inspiring the main army, that the social 
work of the church was conceived to lie. Its characteristic 
expressions in the eighteenth century were the relief of the poor, 
the care of the sick, the establishment of schools. Surprise has 
sometimes been expressed that the church should not have been 
more effective in giving inspiration and guidance during the 
immense economic reconstruction to which tradition has as- 
signed the not very felicitous name of the “Industrial Revolu- 
tion.”” It did not give it, because it did not possess it. No doubt 
there were special conditions to account for its silence—mere 
ignorance and inefficiency, the supposed teaching of political 
economy, and after 1790 the terror of all humanitarian move- 
ments inspired by France. But the explanation is to be sought 
less in the peculiar circumstances of the movement than in the 
prevalence of a temper which accepted the established order of 
class relations as needing no vindication before any higher tribu- 
nal, and made religion, not its critic or its accuser, but its anodyne, 
its apologist, orits drudge.’ ]t was not that there was any relapse 
into abnormal inhumanity. It was that the very idea that reli- 
gion possessed an independent standard of values, to which social 
institutions were amenable, had been abandoned. The surrender 
had been made long before the battle began, and the spiritual 
blindness which made possible the general acquiescence in the 
horrors of the early factory system was not a novelty, but the 


habit of a century. 
R. H. TAWNEY 


LonDON, ENGLAND 


* Paley’s Reasons for Contentment, addressed tc the Labouring Part of the British 
People is the outstanding example of this attitude. But the sentiments expressed 
in it were almost a commonplace. 


[To be continued] 





VALUATION AND RATE REGULATION BY THE 
RAILROAD COMMISSION OF TEXAS 


This survey of the work of the Railroad Commission of 
Texas is to set forth, first, the character of its valuation of 
railroads in that state; second, its efforts at rate-making, 
particularly as they affected interstate competition. 


I 


Texas was the first state in the union to undertake the 
valuation of its railroads. Since this was a pioneer experiment, 
we may expect that that some mistakes were made. Considering 
the lack of precedent and of previous experience in this line of 
endeavor, one may be led to express surprise that the Commission 
did this work as well as it did. 

Soon after the Railroad Commission was established, it 
sought to lower freight rates. The railroads resisted the enforce- 
ment of the Commission’s order,” and secured an injunction from 
a Federal court restraining the Commission from imposing upon 
the railroads of the state the proposed rates on the ground that 
they were confiscatory. The attorneys for the railroads argued 
that rates should be such as would pay operating expenses and 
capital charges, including a dividend on the stock. A Federal 
circuit court judge repeated this argument in his order restraining 
the Commission. At the very beginning of its existence the 
Commission faced the claim on the part of the railroad companies 
of a relation between capitalization and rates. Members of the 
Commission and of the legislature were quick to see the possibilities 
of this argument. They believed that the railroads would have 
no difficulty in increasing their capitalization to whatever figure 
might most conveniently serve the purpose of opposing a schedule 
of rates which the Commission might promulgate. 


* Page 691; also First Annual Report of the Railroad Commission of Texas, 
p. Xv. 
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Lawmakers became apprehensive that the efforts of the 
Commission to regulate rates would be rendered futile, unless 
some check were imposed upon the railroad in the exercise of 
their power to issue securities. The result was the enactment 
of the stock and bond law, which was approved by the governor 
on April 8, 1893, and became effective on August 7 of that year." 

This act? declared the power and authority to issue securities 
to be special privileges and franchises, the right of control being 
vested in the state. It provided that bonds or other indebtedness 
might be issued with the consent of the Commission to an amount 
not exceeding 50 per cent of the value of the property. The law 
stipulated that no securities could be issued for purposes of 
railway construction in advance of the completion of the projected 
road. 

The Commission interpreted the law as imposing upon it 
two important duties: first, to ascertain and record in the office 
of the secretary of state the value of all existing railroads; 
second, to limit the issuance of new stocks and bonds by requiring 
that the aggregate should not exceed the value of the properties, 
as determined by them. Accordingly on May 26, 1893, the 
Railroad Commission issued a circular letter directed to all the 
railroad companies of the state asking them for such'information as 
could be furnished from their books concerning the value of their 
several roads, rights of way, and other property and franchises.‘ 
Only twenty-three of the fifty-odd railroads of the state replied 
in writing.’ They gave scarcely any of the information called for. 

It developed from the correspondence that the account books 
of most of the roads were not in the state and therefore not 
accessible to the Commission;* that many roads were built by 
construction companies who did not turn their accounts over to 
the railway offices; that some roads were purchased by holding 
companies at judicial sale, without the purchasers coming into 
possession of accounts of construction. In view of these circum- 


t Second Annual Report of the Railroad Commission of Texas, p. 10. 
2 Ibid., pp. 43-44. 

3 Third Annual Report, p. viii. 

4 Second Annual Report, p. to. 
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stances the Commission decided that it would be necessary for it 
to undertake a separate inventory of the railroad properties of 
the state. 

On May 10, 1893, the legislature passed an appropriation of 
$15,000 for each of the two years ending February 28, 1895, to 
enable the Railroad Commission to pay experts and other 
necessary expenses. With these funds engineers were kept in 
the field. On August 24, 1893, the Commission appointed two 
civil engineers to assist in obtaining the information.’ They 
began their work on August 28, each being appointed with a 
salary of $160 per month.? 

Under an old statute enacted in 1854,3 the railroads were 
required to file, in the general land offices of the state, maps and 
profiles of the roads. An act, approved May 11, 1893, required 
the Commissioner of the General Land Office to transfer these 
to the Railroad Commission.4 The engineers had these data 
as a beginning. However, it was found that the information 
from this source was very incomplete. 

What basis of valuation was adopted by the Commission to 
guide the engineers in making an inventory of the railroad 
properties? The methods of valuation which have been proposed 
may be summed up as follows: (1) a commercial valuation, 
based on earnings, and (2) a physical valuation, based:on an 
inventory, at an appraised value of the tangible property. As 
variations of the second method, mention may be made of cost 
accounts or book accounts of the railroad companies, original 
cost, cost of reproduction-new, and cost of reproduction less 
depreciation. Cost of reproduction-new is the estimated invest- 
ment necessary to duplicate an existing railroad, and not merely 
to create a substitute plant equally effective.’ The statute 
required the Commission to ascertain the value of each railroad 
in the state, including all its franchises, appurtenances, and prop- 
erty. “The basis of the valuation made by the Commission 


' Ibid., p. 11. 2 Ibid. 3 Ibid., p. 11. 4 Ibid., p. 45. 


‘For a criticism of Reproduction Cost-new as a method of valuation see an 
article by the writer in the Journal of Political Economy for February, 1921. 


® Loc. cit., p. 42. 
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has been the present cost of reproducing the physical properties 
of the roads in question.’ 

Having decided to overlook all items of value, except the 
physical property,? and having thus simplified its problem, the 
Commission sent out its two engineers, with instructions to look 
at the physical properties of the roads, estimate the cost of 
securing them at current prices, and report the results. 

This is the language of the commissioners :3 


In making these examinations, our engineers proceed on foot or by hand 
car, profile in hand, checking the excavations and embankments as they 
appear, measuring the bridges, sidings, depot buildings, platforms, and 
stock pens, and examining the nature, and extent, and cost of the water 
supply; in fact all the physical properties of the railroad of every description. 
They visit the various administrative departments, and from the books and 
through each responsible head obtain certified statements of equipment. 
In the same manner the yards, terminal grounds, round houses, machine 
shops, and bridges and building departments are visited each in turn. 
Their machinery, tools and supplies are scheduled, and comparison of value 
instituted between the railway valuations and the estimated and market 
values of the same. 


One of these engineers says that the values applied to the 


several unit items of construction were the current market 
prices;? that right of way and other real estate used for railway 
purposes were valued in accordance with the current market 
value of adjoining property; that no deductions were made for 
wear, tear, or age, and no allowance was made for the value of 
“seasoned ”’ roadbed, nor for franchises, except such use of streets 
as would avoid the purchase of adjacent property. 

The work of the engineers went forward with rapidity during 
the first two years. By January, 1895, 5,888 miles of railroad 
were valued at $93,785,159 or $15,926 per mile.4 Within 
another year forty-seven roads had been valued with 8,859 miles 
at a total value of $140,376,122.43, which makes an average 

* Third Annual Report, p. ix. 

2R. A. Thompson, “Method Used by the Railroad Commission of Texas in 
Valuing Railroad Properties,” in Proceedings of American Society of Engineers, 
January, 1904, Vol. XXX, No. 1, p. 9. 

3 Second Annual Report, p. 14. 

4 Third Annual Report of the Railroad Commission of Texas, p. viii. 
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per mile of $15,844.04.‘ The work of valuation proceeded rather 
leisurely after 1895, because most of the existing mileage had 
been previously covered, and the appropriation of $30,000 for 
the purpose was also exhausted. The following tables show how 
the work has proceeded: 








M Pa ene Total Valuation Value per Mile 


to Date 





8,859 $140, 367,122 $15,844 
9,057 142,490,117 15,731 
10, 393 167 , 360,967 16,102 
12,274 208 , 864,441 17,015 





After Revision of Valuation Was Begun 





15,433 400,016, 263 25,934 
15,777 419,576,148 26,504 
15,765 430,021,905 27,277 














The Commission reported the value of the property under 
three heads,? (1) Value of Roadbed, (2) Value of General 
Property, (3) Value of Rolling Stock. 


In 1911 the Commission uses the following language :} ‘‘ Many 
of the valuations, originally made, were completed many years 
ago, and do not represent what the Commission believes to be 
representative of the value of the several properties at the time 
they were made. These valuations are subject to correction and 
the Commission has corrected its value of several lines,” aggregat- 
ing 2,805 miles in length. This attempt at correction of previous 
valuations explains the increase of mileage reported as valued 
from year to year after 1910. 

The basis upon which the corrections were made is defined 
as “upon basis of original valuation fixed by the Railroad 
Commission of Texas, plus the capital expenditures made upon 
and to the benefit of the property during the time between the 
date of the original valuation and the date corrected valuation 
was made.”’* “New mileage or any extension of existing lines 

* Fourth Annual Report, p. 31. 

* Nineteenth Annual Report, p. 19. 3 Twentieth Annual Report, p. xvii. 

4 Twenty-first Annual Report, p. 431. 
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is included on basis of reproduction cost. In order to arrive at, 
at least approximate, present day values of all lines in the State, 
the Commission called for statements from all carriers of Addi- 
tions and Betterments included in Property accounts since 
date of original appraisements.””* 

The average valuation per mile had increased to $19,523 by 
1912. The next year the Commission reported the average value 
per mile as $25,676, an increase of $6,000 per mile over the 
reported valuation of the previous year. This is accounted for 
by the effort of the Commission to bring the valuation of the 
roads down to date. The allowance which was made for total 
additions and betterments since the original valuation appre- 
ciably increased the official valuation of each road, and swelled 
the total for the state by $90,000,000.? 

For 1919, the Commission reported? 15,922 miles of railroad 
in Texas with a total valuation of $434,311,581, or an average 
valuation per mile of about $27,277. December 31, 1921, there 
was reported 16,024 miles of railroad with a valuation of 
$461,929,192, that is, $28,828 per mile.‘ 

What may we conclude as to the fidelity of the Commission 
to its announced theory of valuation, and the accuracy of the 
work done in carrying out this theory which was made to serve 
as a check upon the output of railway securities as a means of 
simplifying the problem of rate regulation ? 

In the first place, this valuation is only an estimate. The 
principal factor in determining the results was the judgment of 
the “engineers” employed to make the appraisal. They no 
doubt made as careful an examination of the railroad property 
as the time at their disposal and other conditions would permit. 
They were furnished with current price lists which the Commis- 
sion obtained from manufacturers of railway machinery, equip- 
ment, and material. From these “original data careful 
estimates”’’ were made; “and in the cases of buildings and 


* Twenty-second Annual Report, p. 425. 2 Ibid., pp. 420-25. 
3 Twenty-eighth Annual Report, p. 27. 

4 Report of 1921 now (January 22, 1923) in the press. 

5 Second Annual Report, p. 14. 
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similar structures their values have been reduced to convenient 
formulae.”"* ‘The Commission does not explain these formulae. 

The Railroad Commission of Texas promised and repeated 
over and over again in their reports, that their valuations would 
be what it would cost to reproduce the physical plant new at 
current prices. They submit their figures as actually represent- 
ing such reproduction cost. But we find them departing from 
their avowed purpose to stick by current prices, and substituting 
a “normal price” as their best judgment as to what would prevail 
for some time in the future. 

Let us now see if in making a valuation of the physical 
properties of Texas railroads, the Commission neglected any 
items of importance. The Commission seems to have under- 
estimated the legal and engineering expenses incurred by the 
railroad companies. For the cost of maintaining corps of civil 
engineers and legal departments the Commission allowed from 
5 to 6 per cent. A friend of the Commission in addressing the 
civil engineers of the country estimated this expense at from 
15 to 20 per cent of the whole.’ 

The cost of ‘‘seasoning” the plant or of adaptation and 
solidification’ was also slighted in the estimates made by the 
Commission. By “seasoning” is meant the cost of repairing 
and strengthening the roadbed through a number of years. 
A newly constructed line has many weak places which use and 
time alone will reveal. As the years pass these are discovered 
and strengthened. For this reason an old roadbed in good condi- 
tion is much better and safer than one newly constructed. 
The costs of what is termed ‘‘seasoning” have been estimated 
at $4,734 per mile for the Southern Pacific, from 1884 to 1893.4 
In developing a railway system this is one unavoidable item of 
expense, yet it was taken for granted by the Railroad Commission 


* Ibid. 


? Proceedings of Amer. Society of Civil Engineers, 1904, Vol. XXX, No. 1, 
Pp. 163. 


3See article by J. M. Clark in Journal of Political Economy, April, 1920, 
Vol. XXVIII, p. 287. 


‘E. I. Corthell, Proceedings of Society of Civil Engineers, 1904, p. 163. 
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of Texas that the roads of the state could be reproduced in their 
“present” condition without ‘“‘seasoning’” and no allowance 
was made for this source of expense. 

The Commission undervalued the land used by the railroad 
companies. ‘‘Rights of way and other real estate used for 
railroad purposes were valued in accordance with the current 
market value of the adjoining property.”* This appears on the 
surface as fair. But after land is devoted to the special use of 
a railway, it is put in a different class from adjoining farming 
land, and is to be judged on a different basis. 

Everyone knows that a railroad cannot secure land for its 
right of way at the same price the land would bring for agri- 
cultural purposes. Farmers know that the railroad company 
cannot change its route appreciably, and they accordingly take 
advantage of their monopoly control over the supply of land 
available to the railroad, and of the company’s necessity. Boards 
of appraisers appointed to adjust disputes between the owners 
of land needed and of a railroad company usually allow for the 
damages and inconveniences to the landowner of having a steam 
railroad built alongside of or through his farm, as well as for 
various other items of inconvenience. The Commission of Texas 
was too conservative in estimating this item of reproduction 
cost. 

It is becoming a common practice among official appraisers 
now to recognize the fact that land used by a railroad costs 
more than contiguous land devoted to other uses. For example, 
in Wisconsin a multiple of 2.5 or 3 has been used for this purpose. 
In Kansas and South Dakota the multiple used has varied 
from 2 to 5, with an average of about 3 outside of the town. 
A California commission recommends a multiple of 1.33 for 
country lands and 1.28 for city lands.? These illustrations are 
not offered as indicating the correct value of railroad lands, 
but to show that public utility commissions are coming to take 
into account the fact that such lands are more valuable than 


*R. A. Thompson, loc. cit., p. 9. 


2 Ibid., p. 109, and Proceedings of the Twenty-fifth Annual Convention of the 
National Association of Railway Commissioners, pp. 65, 271. 
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adjoining land. But the Texas Commission was a pioneer in 
the field of valuation, and happened to employ an engineer who 
has not yet become convinced that there is any difference in 
value between railroad right of way and contiguous land of the 
same grade." Then, too, in criticizing the Railroad Commission 
of Texas we should bear in mind that as late as 1913, the Supreme 
Court of the United States, speaking through Justice Hughes, 
in the Minnesota Rate Case, took a position with reference to 
land values similar to that of the Texas Commission.’ 

The methods pursued were such as to render the results 
inaccurate. In the first place, the force of engineers was insuffi- 
cient. It seems absurd to assign to two men—and this is no 
reflection upon their competency—the task of finding the 
valuation of all the railroads of a state like Texas. There are 
so many problems connected with such an undertaking, that 
it is asking too much to expect the high degree of specialization 
and skill required, in every instance, of any two men who might 
be selected. 

In the next place the tiny corps of engineers was greatly 
crowded for time in which to do what was required of them. 
The appropriation for defraying the expenses of the project was 
for only two years. They had to get over the roads within that 
time. Accordingly from August, 1893, to January, 1895, 5,888 
miles of railroad had been appraised, and by December, 1895, 
the Commission reported that a total of 8,859 miles had been 
gone over and the value determined.’ 

Then these two engineers, with whatever small assistance 
they were able to secure, considered 151 items in connection with 
each road.* This analysis of their problem showed the earnest 
effort of the engineers to get at the facts and to do well what 
they were undertaking. But imagine so small a corps considering 
151 items in connection with the appraisal of each mile of 8,859 
miles of railroad, and all in the space of two brief years. 

™ McFall, ibid., p. 110. 

2 230 U.S., 352. 

3 Third Annual Report, p. viii, and Fourth Annual Report, p. 31. 

4R. A. Thompson, loc. cit. 
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Again, as has been stated, the Commission, in estimating 
the cost of replacing the purely physical properties of the old 
lines with new lines having the same physical characteristics, 
made the valuation according to the prices for material and labor, 
as of the date that such valuations were made. The dates were from 
1893 to 1895. It will be remembered that in 1893 one of the 
most disastrous panics of our history fell upon the country. 
Prices of labor and of materials were lower during these hard 
years than at any time since. 

The value of the roads was calculated on the basis of prices 
during a stringency.t As mentioned above, allowance was 
made for rising prices with the hope of getting.an average which 
would represent future prices. In this effort the estimates were 
too low.?. As the abnormal conditions producing the depression 
of business disappeared, prices began steadily to rise. Yet, 
during the years of phenomenal prosperity around the beginning 
of the present century, the Railroad Commission of Texas insisted 
that the value of the roads of the state was that found by a 
calculation with reference to prices current during the lean 
years following the panic. 

As we have seen, the Commission began in 1910 to attempt 
to bring the valuation down to date. The plan adopted was not 


* Third Annual Report of the Railroad Commission of Texas, p. ix. 

2 The following is an example of the estimates of prices which were thought 
would be normal (see Second Annual Report, p. 14): 

MemorRANDUM OF Cost oF Track, Texas Rattways, 1893 
(Ton, 2,240 lbs. Freight at $8 per ton. Single track, not including allowance for sidings.) 
STEEL RAIL, 50 POUNDS PER YARD 
Per mile, 75.57 tons, at $38, delivered $2,985.69 
37 kegs of spikes, 54 in. X15 in., 150 lbs. per keg, 5,550 lbs. at 2 cents 
3 kegs of spikes, 54 in. X15 in., 150 lbs. per keg, waste and extras, 450 lbs. at 2 cents 
352 joints, 1 angle, 1 fish plate, each 16 lbs., 5,632 lbs. at 2 cents 
6 kegs bolts, each 200 Ibs., 1,200 Ibs. at 3 cents 
Freight at 37 cents per 100 on 12,832 lbs 47.48 
2,640 ties, 8 ft. <8 in. X8 in., at 50 cents 1,320.00 
Laying track, including two trains and crews 500.00 
$5,121.78 
52-POUND RAIL 
Per mile, 81.71 tons, at $37, delivered $3,023.27 
Fastenings, ties and laying 2,136.12 
$5,159.39 
[Footnote 2 continued on p. 685] 
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a new inventory. The first appraisal made, though the first 
piece of work of the kind ever done, was accepted as workable, 
and to this original valuation has been added the capital cost of 
additions and betterments of the property.’ 

We thus find the Commission changing its basis of valuation, 
or rather introducing a new one. To the original valuation, 
reproduction cost new, is added the book cost of additions and 
betterments. Though at some time the Commission made an 
appraisal of most of the mileage constructed after 1895, yet in 
cases where “‘no original valuation has been made by the Com- 
mission the returns of the carriers as to book cost of entire 
property” have been taken.* The book cost is supposed to 
represent what the railroad companies actually expended for 
the properties, or improvements. Of course it is quite different 


54-POUND RAIL 
Per mile, 84.85 tons, at $36, delivered $3,054.60 
Fastenings, ties and laying 2,136.12 


$5,190.72 


Per mile, 88 tons, at $35, delivered $3,080.00 
Fastenings, ties and laying 2,136.12 


$5,216.12 


Per mile, 91.14 tons, at $34, delivered $3,008.76 
Fastenings, ties and laying 2,136.12 


$5,234.88 


Per mile, 94.28 tons, at $33, delivered $3,111.24 
Fastenings, ties and laying 2,136.12 


$5,247.36 


The 352 joints, weight about 20 pounds each, with bolts and nuts. 

A keg of spikes as above contains 280 pieces. 

A keg of bolts as above contains 240 pieces. 

Price per joint, material only, 58.27 cents. 

Ballast from $500 to $2,000 per mile. 

“Tt is true that rails, fastenings, and freight are all to be procured cheaper 
at the present time than the prices here adopted, but it has not been the aim of the 
Commission to fix a cheap rate upon any item of this valuation, but rather to adopt 
such prices as would remain normal, even under a more than usual activity in rail- 
road building. Similar tables have been prepared for many other features of 
construction.” 


* Twenty-third Annual Report, p. 429. 
2 Ibid. 
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from reproduction cost. Book cost represents the original 
outlay. Reproduction cost in theory represents what the 
present outlay would be to rebuild the plant. The book cost 
is a fixed sum, determined by actual expenditure at the time the 
construction work was done. Reproduction cost at current 
prices is supposed to reflect what the expenditures would be in 
the present, and it varies with changing prices from time to time. 

Let us next consider some of the effects of this valuation. 
It will be interesting to notice, in the first place, the results 
emphasized by the Commission itself. 

One of these is the difference between the valuation made by 
the Commission and the capitalization of the roads. For the 
year 1894 the Commission reported that the stocks and bonds 
together aggregated on an average more than $42,000 per mile 
for 8,826 miles of railroads in the state. For the same year they 
reported as the result of their own appraisal of 5,888 miles, an 
average value per mile of only $15,926. In 1895, the Commis- 
sion submitted that the result of its investigation of forty-seven 
railroads totaling 8,860 miles showed a total valuation of 
$140,375,122.43 as against a capitalized value of $367,677,044 on 
forty-two of the forty-seven roads appraised. That is, that the 
capitalization of forty-two roads was $227,300,922 more than the 
“value” of forty-seven roads as ascertained by the Commission.’ 

The Commission held out their estimate as representing the 
true value of the roads, and by implication and by direct assertion 
taught the people of Texas that since $367,000,000 of stocks and 
bonds was supported by only $140,000,000 of value, more than 
one-half the railroad capitalization of the state represented water. 
Year after year this was emphasized in the reports of the 
Commission. In 1908, the bonded indebtedness of the roads 
amounted to $282,000,000, making a total capitalization of 
$413,000,000.4 As against this amount, evidenced by out- 
standing securities, the Commission reported for that year a 
valuation of $208,000,000 or about one-half of the capitalization. 


* Third Annual Report, p. xviii. 2 Tbid., p. xi. 
3 Fourth Annual Report of Commission, p. 31. 
4 Seventeenth Annual Report, p. 396. 
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The Commission not only laid emphasis upon the fact that 
their valuation was less than one-half the capitalization of the 
roads, but from time to time they called attention to the increase 
in the total mileage and to the reduction in the average amount 
of stocks and bonds per mile. 

The table below shows that in twenty years after 1894 the 
railroad mileage of the state increased 67 per cent, while the 
stocks and bonds outstanding showed a decrease per mile of 
road of about 25 per cent. 








Stocks and Bonds Indebtedness 
Outstanding Other than 
per Mile Stocks and Bonds 


Miles of Railway 
in Operation 





9,154 $40,873 
9,219 40,492 
9,437 39,949 
9,481 39,113 
9,540 38,241 
9,702 375559 
9,867 36,926 
10,154 35,571 
10,617 34,167 
10,080 33,281 
11,536 32,284 
11,745 31,785 
12,058 31,530 
12,576 30,850 
12,901 30,726 
13,162 31,910 
13,863 32,179 
14,341 32,819 
14,937 32,091 
15,286 31,615 
15,571 31,218 6,364 

15,616 30,848 $99,000,000 t’t’l 

(per mile) 

15,777 32,013 $10,011 

15,781 31,958 
15,922 31,390 














A close study will reveal effects which should give pause to 
the most enthusiastic supporter of the stock and bond law. In 
the first place, we may ask if an increase of 67 per cent in the 
railroad mileage in a period of over twenty years has been as 
much as the growth of the state required. 

We may ask why needed improvements are not made. One 
answer is the difficulty of securing funds. Extensive improve- 


* See page 676 for provisions of this law. 
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ment of Texas railway facilities will require the investment of 
many millions of capital by people who do not live in the state. 
Investors demand in addition to security for principal a belief in 
the certainty of profit. The Texas Railroad Commission could 
no doubt satisfy these requirements. But under the stock and 
bond law it is obviously very difficult to offer adequate security 
for capital. 

As has been seen the valuation of the railroads by the Com- 
mission was much below the capitalization of the roads. The 
Commission took the position that if one of the older roads made 
an extension, no stock and bonds could be issued unless the 
Commission’s combined valuation of the old road and the exten- 
sion should exceed the amount of the securities of the old, and 
that only an amount equal to the excess could then be issued. 
To mitigate the conditions resulting from the rigidity of this 
ruling an act was passed by the legislature in 1901 which 
empowered but did not command the Commission to authorize 
the issue of securities to an amount equal to the reasonable value 
of an extension. The difficulty of securing funds for purposes 
of extension is obvious. 

The income of Texas roads has not been sufficient, it seems, 
to enable them to make needed improvements from earnings. 
Very few railroads’ reports show any appreciable improvements 
made from current income. Because in most cases the margin 
between the capitalization and the valuation by the Commission 
has not been wiped out, it is impossible for the railroad companies 
to arrange for funds for this purpose, unless they are fortunate 
enough to own properties outside of the state which they may 
mortgage. 

The Commission also held that in the case of roads which 
they believed to be overcapitalized, no securities could be issued 
on rolling stock and motive power so long as outstanding securi- 
ties should be in excess of the valuation made by the Com- 
mission. This was not modified until 1907, when an act was 
passed requiring railroads to provide adequate equipment. It 
was then provided that liens might be made for this purpose in 
the case of overcapitalized roads. But this act only referred to 
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improvements of rolling stock. No provision was made for 
issuing securities for any other improvements. 

The greatest obstacle to the construction of new mileage is 
the provision of the law which postpones the ascertainment of the 
amount of railroad securities issuable under the law until after 
the railroad has been constructed and appraised by the Com- 
mission. Railroads are built with the funds of many investors. 
No one small coterie of promoters are able as a rule to finance a 
road from their own funds. The capital has to be procured 
before and as the construction proceeds. To make it impossible 
to issue securities until after the road has been built and the 
expenses incurred and defrayed, is almost equivalent to forbidding 
railway construction. 

Most of the mileage of the past twenty years in Texas has been 
built by roads which are parts of large systems with vast resources 
and property in several states. To make imperative extensions 
they have been able to raise the funds for the initial construction 
by issuing securities on out of state property, and issuing on the 
completion of the extensions such securities as the Commission 
would authorize. 

When we look at the above table and see how the floating 
indebtedness of the Texas roads has steadily increased to the 
sum of about $186,000,000 or to an average of more than $11,000 
per mile, we can doubt that the decrease in capital liabilities has 

* The citizens of Glenrose, Texas, an inland town, subscribed among them- 
selves enough in cash to defray about one-half of the cost of building and equipping 
a railroad to Walnut Springs, the nearest railroad station, and about twenty 
miles from Glenrose. These people of Glenrose then petitioned the Railroad 
Commission for authority to issue bonds that they might obtain the remaining 
funds necessary to the construction of the few miles of road they were undertaking 
to finance. The Commission gave as its opinion that the bonds should be issued as 
requested, that the property when constructed would be ample as security, and 
that there was no doubt about the road being constructed as planned. But they 
also inserted in the “r+‘horization” of the bond issue that before the bonds really 
became valid, the; would have to be resubmitted to the Commission for final 
approval after the proposed road had been constructed and equipped. With 
this stipulation, inserted to meet the requirements of the stock and bond law, the 
people of Glenrose could find no purchaser for their bonds. Because they could 
not sell the bonds they have been unable to build the much desired railroad. 


For the full «ccount of this experience of the Glenrose community see Dallas 
Morning News for February 2, 1917. 
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been altogether a benefit. It looks as if liabilities have taken a 
different form. Instead of being funded, there is the vastly 
more dangerous and ever-increasing floating indebtedness, evi- 
denced by short-time paper, a continual source of embarrassment 
and annoyance, and a standing peril to the solvency of the roads. 
When this item is added to the stocks and bonds, the decrease 
in the indebtedness of the roads is not so great. 

After this study, what may be said in conclusion? It seems 
clear that the Railroad Commission did not properly carry out 
the theory ‘of valuation with which it started; that the methods 
employed were inaccurate, there being an arbitrary neglect of 
several items; that the attempt to bring the valuation down to 
date has been a crude jumbling of entirely different methods of 
valuation.* The results from this confusion of methods are no 
longer credible as evidence, for it is impossible to tell book cost 
from estimates as to reproduction cost when a total made up of 
both is presented. And finally the effects of valuation have been 
a retarding of the construction of needed mileage, of the improve- 
ment of existing mileage, and of the acquisition of adequate 
equipment. The claim that the average per mile of the indebted- 
ness of the roads has been decreased is offset by the rather large 
increase in the floating indebtedness.’ 


II 


When the Commission organized, it found that the railroad 
companies had in operation a system of freight rates, which was 
composed in part of mileage rates for short distances, and for 
longer distances of blanket or common-point rates.3 The por- 


* The mixture does not, according to the Commission, represent an attempt 
at accuracy. On page 31 of Report of Commission for 1917-18, the following state- 
ment is made: “The additions and betterments are based upon returns of the 
carriers made to the Commission upon request, such returns as yet in all cases 
not having been verified by the Commission from the railway companies’ records.” 


2 While the official reports of the Commission give very little direct information 
concerning the use made of the official valuation in determining rates, Commissionet 
Clarence Gilmore has advised the writer that the Commission in its deliberations 
has made such use of the valuation. That they have sought to fix rates with 
reference to a fair return upon this valuation. 

3 First Annual Report, p. viii. 
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tion of the state east of and including a line drawn through 
Amarillo, Brownwood, San Antonio, and Corpus Christi, was 
designated as common point territory. 

The legislature of Texas had enacted a law which provided 
that a charge of not more than fifty cents for one hundred 
pounds per one hundred miles might be levied on freight. The 
railroads had adopted a mileage basis of charges up to a distance 
of 187 miles, which conformed to the requirements of this statute. 
After the distance of 187 miles from any point was reached, the 
same rates were charged to all points within the region described 
as common point territory. For example, the rate from 
Galveston to Amarillo was no more than from Galveston to 
Forth Worth, though it is about three hundred miles farther to 
Amarillo. 

The maximum intrastate rates were either Houston or 
Galveston common point rates, the Galveston rates being ten 
cents greater for classes 1, 2, and 3, and five cents more for the 
other classes of freight. The roads calculated the tariffs on 
interstate shipments to Texas upon the basis of the Galveston 
common-point rates. That is, the rate on first-class freight 
from St. Louis to any town within Texas common-point territory 
was found by adding a differential of 35 cents to the Galveston 
common-point rate of 98 cents, making the St. Louis rate 133 cents. 

The Commission adopted these schedules temporarily, and 
ordered that they be continued until others might be arranged. 
It was decided to reject the common-point basis and to adopt as 
the policy of the Commission a distance or mileage basis of rate 
making. After a few weeks’ consideration the Commission 
issued a schedule of tariffs to take the place of the rates it had 
found in force. Considerable reductions were made. In fact, 
the reductions appeared so great that on August 22, 1892, the 
Commission was enjoined from enforcing this schedule of rates, 
and the railroads were permitted to make others at their discre- 
tion.” 

The outcome of this contest was to establish that the Com- 
mission was constitutional and had the power to make rates. 


* Page 675 above. 
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Thereupon it issued notices to the public and to the railroad 
companies that it intended to fix rates on cotton, grain, flour, 
cottonseed, and other commodities.’ It would be very interest- 
ing to know how rates on a mileage basis would affect the produc- 
tion of these commodities. But the Commission signalized its 
resumption of the rate-making function by abandoning the 
mileage basis on the ground that it could not be applied. To 
quote the language of the Commission? 

This (the mileage) we still believe to be the proper basis for rate-making 
where it can be applied, but there are so many circumstances or changes in 
mileage rates, that the theory is in many cases destroyed in practice. So 
varying are conditions surrounding roads in different parts of the state, 
and so diverse are the circumstances affecting traffic, that no iron-bound 
rule of action can be prescribed in the making of freight tariffs. The multi- 
farious circumstance nd conditions affecting each case must be considered, 
and a rate prescribed upon what appears to be the most practical basis. 
The framers of the commission law therefore very wisely clothed the Com- 
mission with power to make “different rates for different railroads or for 
different parts of the same railroad.”” This power the Commission has 
found it necessary to exercise frequently, both as a matter of justice to the 
railroad companies and to the people who patronize them. 


Having decided to abandon the effort to secure the uniformity 
of rates by the rigid application of distance tariffs, the Commis- 
sion turned its attention to the preparation of commodity tariffs. 

In 1895 the Commission adopted rates of freight and classifi- 
cation on general merchandise.* In this work the commissioners 
followed as closely as was practicable the classifications estab- 
lished by the Western Classification Committee.* A number of 
exceptions were made to this classification, usually at the request 


* Third Annual Report, p. iii. 2 Tbid., p. iv. 
3 Fourth Annual Report, p. 5. 


4 Fifth Annual Report of ihe Commission, p. 4: “The Commission has deemed 
it advisable to adopt the Western Classification. It has also adopted many excep- 
tions to the Western Classification proposed by the railroad companies of Texas 
and applying on business wholly within the state. As amended or new classifica- 
tion rulings and exceptions to classifications have been proposed, the Commission 
has closely scrutinized each proposition, to ascertain whether it is in conflict with 
the laws of Texas or is a measure which should be approved. Frequent changes 
in Western Classificatio: exceptions thereto are proposed, and new articles not 
previously classified constantly assigned, to classes.” 
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of the railroad companies. The reasons most frequently assigned 
were competition with water or wagon routes." The exceptions 
requested were as a rule for lower rates than prescribed in the 
general classification. Many such exceptions were made from 
year to year.’ 

The Commission early became interested in making a Texas 
classification of freight to be applied between points in the state. 
In 1903 hearings were held in different Texas cities for the purpose 
of gathering opinion which might aid them in making such a 
classification. By 1906 the Commission was prepared to 
announce Texas classification number 1, which became effective 
the first of the year.4 Texas classification number 2 became 
effective January 15, 1912.5 

The Commission found it necessary to make many adjust- 
ments of rates aside from the commodity tariffs and classification. 
One of these was to affect the low rates on interstate shipments 
from such points as St. Louis in the interest of Texas merchants 
and jobbers. The Business Men’s League of St. Louis com- 
plained in 1896 to the Interstate Commerce Commission that the 
railroad companies operating between that city and Texas had 
made too great a difference in rates on carload and less than 
carload shipments to Texas points. The Texas Railroad 
Commission pointed out® that this was an effort to secure low 
rates on small shipments so as to enable St. Louis to ship goods 
directly to retail merchants in Texas, and thus eliminate the 
Texas jobber. 

In response to the request of the Commission for power to 
meet such movements by competitors in other states, the legis- 
lature in the spring of 1897 enacted a law which empowered the 
Commission to make emergency freight rates on goods shipped 
into the state. This law, approved April 5, 1897, was entitled 
“An Act to enable the Railroad Commission of Texas to make 


* Seventh Annual Report, p. 2. 


?See Appendix D, seventh, eighth, ninth, and tenth annual reports of the 
Commission, and Exhibit No. 2 of the Eleventh Annual Report. 


’ Twelfth Annual Report, p. 28. 5 Twenty-first Annual Report, p. 267. 
‘ Fifteenth Annual Report, p. 265. 6 Fifth Annual Report, p. 6. 





694 W. M. W. SPLAWN 


emergency freight rates to prevent the evil effects of interstate 
rate wars upon the business and interests of the people and 
railroads of the state.” For example, if goods were shipped 
from St. Louis or Chicago to Texas, at a rate so low as to enable 
the shippers to go around the Texas jobbers and consign the goods 
to local dealers, the Commission was given the power to raise 
or lower the rates after the goods crossed the state border. 
Thirteen of these emergency orders were made within a few 
months after the enactment of the law.’ Appendix B of each 
of the annual reports from 1898-1916 inclusive, show the emer- 
gency orders issued or canceled for each year respectively. 
In the language of the Commission: “These rates have been 
adopted from time to time on account of violent and unreasonable 
fluctuations in interstate rates, which were found to seriously 
affect the business and interests of the people and railroad 
companies of the state. When the causes for their adoption are 
entirely removed they will be canceled.’ 

In 1905 the Commission ordered an emergency rate on dry 
goods, which attracted considerable attention. In August of 
that year the Commission was advised that at a meeting in 
Chicago of railroad managers and freight agents at which 
the Texas roads were represented, it was decided that the 
Texas roads would after September 1, 1905, collect the balance 
of the published through-rate on dry goods shipped from New 
York and other seaboard territory through Galveston to Texas 
common points. That meant that the Texas railroads would 
charge for hauling from Galveston to Texas common points the 
difference between the through-rate overland and the ocean rate. 
This would make it as expensive to ship by water to Galveston, 
and there rebill the goods to Texas points, as to ship them direct 
by rail. Since the railway service would be quicker, by such 
an arrangement the railroads would be likely to get most of such 
business. 

After September 1, the railroads prepared to accept dry 
goods offered at Galveston at the through rates prescribed by the 

* Fifth Annual Report, p. 6. 

2 Eighth Annual Report, p. iv. 
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Commission, and assessed a proportional rate for their share of 
the through haul equal to the difference between the tariff by 
water to Galveston and the published through rate by railway 
from Atlantic ports to Texas common points. The Commission 
made an investigation, found these facts, and responded with an 
emergency order, applying Class B to shipments of dry goods and 
notions between Texas points." 

The Commission was able to effect an adjustment of rates on 
cotton shipped by way of Galveston to foreign ports. Texas 
produces more cotton than any other state. The cotton grown 
in Texas makes a considerable proportion of the exports from the 
United States. The Atlantic ports and New Orleans compete 
with Galveston. The rate to a foreign port was made in 1895 by 
finding the lowest rate from the inland point to an American 
port, and then by adding that figure to the ocean rate from such 
a port. From points in Texas the lowest combined land and 
water rate was adopted by way of New Orleans and Atlantic 
ports. This meant that the rate on cotton from any point in 
Texas to Liverpool, for example, would be the same through 
Galveston as through New Orleans or an Atlantic port. But 
Galveston cotton dealers complained that the insurance rate on 
cotton was six cents per hundred pounds higher from Galveston 
than from other American ports.? This meant that it would cost 
thirty cents more to ship a bale of five hundred pounds by way of 
Galveston than through New Orleans or New York. The people 
of Galveston turned to the Railroad Commission for relief. 

The Commission realized that it could not apply a direct 
remedy. Still it threatened to make such a readjustment of 
cotton rates in the state as would force the abandonment of the 


* Fourteenth Annual Report, p. 204: Circular No. 2317, “Emergency Rates 
on Dry Goods,” etc., Austin, Texas, September 12, 1905. 

? Fifth Annual Report, p. 7. 

3 Ibid., p. 8: “No doubt the prompt and vigorous action by the Commission 
had much to do with bringing about the adjustments, which secured to Galveston 
the justice to which she was entitled To the people of Galveston and the 
state at large, it is highly important that our principal seaport shall not be at a 
disadvantage as compared with the ports in other states, especially as regards the 
exportation of an article of such large production as cotton, and originating in 
Texas as cotton does.” 
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method of constructing rates to foreign ports through New 
Orleans or Atlantic ports. In the end the insurance differen- 
tials were placed at figures that removed the inequality against 
Galveston.” 

In November, 1898, several trust companies holding mort- 
gages on railroad properties in Texas, sought and obtained an 
injunction against nine railroad companies,? the Railroad Com- 
mission and the attorney general of the state, restraining them 
from putting into effect or continuing in force the tariffs, circulars, 
and orders of the Commission. A compromise was made between 
the Commission and the railroad companies, by which it was 
agreed that rates within the state might be increased about 3 
per cent. 

Another means of adjusting rates to the exigencies of the 
situation was by “special authorities.” These were granted by 
the Commission to railroad companies upon request for the 
transportation of certain articles between designated points at 
charges less than the regular tariff rates. Each year scores of 
such “‘special authorities” were granted. 

Then there were ‘‘single shipment authorities,’ which were 
frequently granted. Such an authority applied to but one 
shipment. More than three hundred single shipment authorities 
were issued by the Commission during 1901-2. These were 
granted upon application of the railroad companies for rates 
lower than those provided for by the regular tarifis.* 

As was to be expected, the Commission has had considerable 
litigation from time to time. Aside from injunction suits, there 
have been legal contests to determine some of the powers of the 
Commission. For example, the Supreme Court of the state 
decided that the Commission has the power to require railroad 
companies to build passenger stations at their termini.‘ 

* Twelfth Annual Report, p. 29. 

2 Eighth Annual Report, pp. 3, 4- 

3 See Appendix C of the annual reports, 1898-1915. Also see reports: eighth, 
p. 4; ninth, p. 11; tenth, p. 4; eleventh, pp. 3, 4; twelfth, pp. 4, 5; thirteenth, 
p. 6; fourteenth, p. 5; fifteenth, p. 3; nineteenth, p. 31. 

4Tenth Annual Report, p. 3. Also see reports: eleventh, p. 3; twentieth- 
twenty-third, p. 3. 
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In 1897 the Commission took up the matter of express charges 
with vigor. On April 28 of that year, it formally assumed 
jurisdiction over the rates, classifications, rules and regulations 
applying on freight transported by express companies in the 
state, and ordered that no charges be made therein except by 
the authority of the Commission. The express companies were 
required to furnish the commissioners with copies of all contracts 
in force between them and the railroad companies, and of all 
tariff sheets then effective." 

After a year of effort the Commission was able to put into 
effect a schedule of express rates. These rates have been fre- 
quently modified since they became effective.* The Commission 
claimed that the actual working of these rates showed a reduction 
of at least 20 per cent under those previously existing and which 
were made by the express companies.’ 

The legislature had never conferred authority upon the 
Commission to regulate sleeping-car companies, and fix their 
rates. Yet in 1908 an effort was made to reduce sleeping-car 
rates. After a hearing an order was issued making a reduction 
of 20 per cent in sleeping-car fares between points in Texas, on 
the ground that the sleeping-car equipment was under the control 
and management of the railroad company. A temporary injunc- 
tion was secured in the Federal Court for the Northern District 
of Texas. Upon hearing the injunction was perpetuated. ‘The 
case was appealed to the United States Circuit Court at New 
Orleans, which affirmed the decision of the District Court. So 
ended this adventure of the Commission into the field of regulat- 
ing Pullman fares. 


Il 


Beyond question the Commission deserves praise for many 
of its acts and decisions. In the first place, mention may be 
made of the fact that it took over the existing rates when it 
first came into being, and permitted them to be continued for a 
time. Obviously the acceptance of existing rates, at least until 


* Nineteenth Annual Report, p. 4. 
* Sixth Annual Report, p. 21. 3 Ibid., Exhibit No. 26, pp. 293-94. 
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the Commission could get its bearings, was the sensible thing 
to do. 

Another praiseworthy decision was the abandonment of the 
mileage basis of rate making. Texas is a state of great distances, 
The population is fairly evenly distributed over large areas, 
The majority of the people are employed in farming and stock- 
raising. There is some mining, and important lumber interests, 
Consequently most of the freight in Texas consists of heavy, 
bulky commodities, such as live stock, coal, lignite, petroleum, 
lumber, grain, and cotton. These have low values in proportion 
to weight and bulk. Texas people are producers of raw materials. 
They look to distant markets. It is to their interest to get as 
low rates as possible. Their products will not bear relatively 
high charges. It is to the interests of the railroads to adjust 
rates so as to encourage the production of the commodities 
which are best adapted to the soil and climate of the state. 
A mileage tariff would mean a charge ever increasing with the 
length of the haul. To adjust it so that a reasonable rate might 
be charged for short distances would make a profitable rate for 
long hauls. To fix the rate so as to be reasonable for the greater 
distances would on a mileage basis make the charges for short 
hauls unreasonably low. Accordingly the railroads had distrib- 
uted the charges over the first 185 miles for any haul within the 
more developed part of the state. The Commission found that 
it would not be practicable to disturb this practice, which had 
grown out of experience. It has been continued with modifica- 
tions to the present. 

Another commendable action was the adoption of the Western 
Classification. This was worked out by a committee composed 
of traffic men representing the different communities west of the 
Mississippi River. These men who were well trained through 
many years’ experience in rate making, and who made this their 
life employment, were certainly better prepared to work out a 
classification of freight than a small commission composed of 
men without previous experience in such matters, and whose 
tenure of office depended upon the exigencies of political struggle. 
The Commission is an elective body; that is, a political body. 
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The members have to be successful in canvassing for previous 
votes, else they could never bechosen. Asa rule they are without 
previous experience in dealing with railway problems, having had 
nothing to do with any transportation question, except perchance 
to represent some client in a personal injury suit against a 
railroad. This being true, and the commissioners having so 
many different questions to deal with, they very wisely took over 
the work of the Western Classification Committee. It is further 
to the credit of the Commission that it has been conservative 
in modifying the Western Classification. 

The Commission also showed good judgment in the treatment 
of express rates. In the first place no effort was made to disturb 
the rates for six years after the Commission was organized. 
This was because they were absorbed in the consideration of 
freight rates. Perhaps the first express tariffs prepared involved 
too radical departure from those in force, but with the delay 
occasioned by an injunction suit, the Commission was able to 
work out schedules which were accepted by the express 
companies and their patrons. 


The Commission has justified its existence by its work in 
correcting abuses. It was in a large measure responsible for 
the suppression of the free-pass evil. Year after year it urged 
upon the legislature the necessity of an anti-free-pass law. 
Again, the Commission has been effective in suppressing unjusti- 
fiable discriminations. 


Having reviewed the useful achievements of the Commission, 
let us now turn to a consideration of some of the policies upon 
which opinion is divided. Though there were extenuating 
circumstances, there was undue haste and lack of care in the 
preparation of the first schedules announced. The reductions 
were too radical, and the basis adopted was untenable, as the 
Commission later confessed. Many believe that it was a mis- 
take to try to lower passenger and sleeping-car rates. The 
reports of the hearings seem to show that the action was 
ill-advised, and without sufficient evidence. 

Censure of the Commission has been caused by its efforts 
to control or influence interstate rates through the exercise of its 
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power over intrastate rates. In the words of the Commission 
we have the best statement of its doctrine of protection of Texas 
enterprises ;* 

The policy of the commission is to preserve an equitable and just 

relation between state and interstate rates to competitive points in Texas, 
and to preserve to the people of Texas the advantages of their location. In 
pursuance of this policy, the Commission has determined to meet reductions 
in interstate rates by a corresponding reduction in state rates on any given 
article manufactured or produced in this state, particularly if it appears 
that the purpose in the cut of interstate rates is to deprive the home product 
of its legitimate market. 
This is very interesting as a declaration of policy. It isa straight 
avowal of the purpose to make freight rates serve to protect local 
industries, just as the Federal government has from time to time 
used customs duties to protect certain interests within the 
country. It is the application of the principle of protective 
tariffs to the railroad business. For a freight rate is analogous 
to a tax or customs duty. It ultimately comes out of the price 
of the commodity. The chairman of the Texas Railroad Com- 
mission as a member of Congress had been an outspoken opponent 
of a protective tariff. Yet he with his colleagues of similar 
views on national questions, formulated a protective policy for 
Texas and announced the purpose of the Commission to discrimi- 
nate in favor of Texas dealers and manufacturers. 

When we turn to jobbers and manufacturers, we find that 
they too are on a common level so far as rates within common- 
point territory are concerned. Such rates do not favor one 
location more than another. In fact they make it possible for 
one center to have a decided advantage only within a small 
radius, putting all upon a level when a specified distance is 
exceeded. But when the Commission regards the possibilities 
of competition from other states with Texas jobbers and manu- 
facturers it becomes very insistent upon advantages of location, 
and announces a determination to meet reductions in interstate 
rates by corresponding reductions within the state. 

Accordingly the Commission complained that interstate rates 
have been so fixed as to make but little difference between charges 

* Third Annual Report, p. vii. 
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for carload and less than carload shipments, and that this had 
the effect of making cities outside of Texas the jobbing centers 
for the state. It is obvious that if a dealer in Kansas City 
or St. Louis could ship a few hundred pounds of merchandise 
directly to a merchant in a small Texas town at the same rate 
as would be charged on a carload shipment to a Texas jobbing 
center, such a rate would be less than the same rate to the Texas 
jobbing center plus a local rate from there to the small town. 
Such an arrangement would make it next to impossibie for a 
wholesale business to thrive in Texas. This condition prevailed 
before the creation of the Commission, and persisted afterward, 
though the Commission was insistent upon breaking it up. That 
is, carload rates on interstate shipments were the same to all 
common-point territory, and less than carload rates were not 
much higher. This lack of “spread” between carload and less 
than carload rates obviously favored the outside jobbing and 
manufacturing centers which possessed other economic advan- 
tages over those located in Texas. If high wages, distance from 
sources of important materials, or any other handicap prevented 


a manufacturer in Texas from competing on equal terms with 
those in more favored localities, he would need some sort of pro- 
tection against his competitors. The Texas Railroad Com- 
mission proposed to give such protection by manipulating freight 
rates so as to favor Texas interests. 

The Commission argued in favor of its policy of compelling 
rates favorable to Texas commercial interests in this manner: 


To Texas as a whole it is of the most vital concern that there should be 
within her limits, at proper places, jobbing and manufacturing establish- 
ments. Besides adding to the citizenship of the state a desirable population, 
and furnishing employment to persons already in our midst, and enhancing 
the taxable values of the state, and, as a consequence, under wisely adminis- 
tered government, aiding in ultimately reducing the rate of taxation, and 
besides the home market they afford to the tiller of the soil and other 
producers, including manufacturers, for their products, if men in Texas 
having the capital to engage in a wholesale business or in a manufacturing 
enterprise, for the success of which natural conditions are favorable, they 
have as much right to invest their means in such business or enterprise 
as a man in Illinois or Missouri has to embark in such business or enterprise 
in his state. 


* Fifth Annual Report, p. 5. 
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The people of Texas have found it to their interest to engage 
in the extractive industries, in farming and stock-raising, and to 
ship their raw products to distant markets, exchanging them for 
the goods they desire. What they want is to get as much as 
possible for their produce. If goods can be manufactured or 
assembled in other states more economically, it is to their interest 
to profit from this fact. 

Another proposed advantage from protecting jobbers and 
manufacturers, was the enhancing of taxable values, thereby 
aiding in the ultimate reduction of the rate of taxation. This was 
an appeal to the well-known indisposition to pay taxes. But by 
what method of reasoning the commissioners arrived at such a 
conclusion it is difficult to ascertain. With the increase in popu- 
lation, the growth of industrial centers, and the increase of wealth, 
many large social undertakings would become necessary. Police 
forces, fire departments, legal machinery, systems of streets, 
penal and philanthropic institutions, all these would have to be 
enlarged and made capable of protecting the increased and con- 
centrated wealth, and serving the interests of a greater and more 
congested population. If the Commission could carry out this 
protective policy with the results prophesied, the rate of taxation 
would certainly be increased. Not that such an increase would 
necessarily be any argument against the advisability of the 
proposed changes in the social structure of the community, but 
it would be the opposite of what the Commission argued. 

There is no good reason for taxing the people of Texas to 
build up industries which may be more economically operated 
in other states. Of course there is every reason to encourage 
those which would do as well in Texas as elsewhere. What 
should be desired, is such a division of labor, and utilization of 
natural advantages or resources, as would insure the largest out- 
put and the least expensive production and most efficient distribu- 
tion of goods. Then the prosperity of Missouri and Illinois would 
mean prosperity for Texas, and vice versa. 

Finally, the Commission makes the appeal that a capitalist 
residing in Texas should have as much right to build a factory 
or conduct a jobbing house within his own state, as has another 
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capitalist who lives near the confluence of the Missouri River 
with the Father of Waters to indulge a similar fancy in St. Louis. 
There is perhaps no ground to question the right of the one or 
the other. I+ is a mere question of expediency. Would such an 
investment pay? If not, is there any good reason for taxing the 
community in the interest of the investors ? 

But the Commission argues that the reason why such an enter- 
prise could not do well in Texas is because the railroads arbitrarily 
fixed their rates so as to favor such centers as St. Louis, and if 
these rates could be altered, jobbers and, to a certain extent, 
manufacturers would do well in Texas. The implication is that 
the more economical location would be in Texas, and that the 
rates had been so fixed as to tax the Texas dealers out of business, 
and that the people of Texas were paying this tax in the form 
of freight rates for the benefit of out of the state business 
interests." 

It will be well at this point to consider the causes why the 
railroads leading into Texas have interests in industrial and 
jobbing centers located outside of the state. There are several 
important railroads leading from Chicago, St. Louis, and Kansas 
City into Texas, and across the state to Galveston, as for example 
the Rock Island, the Santa Fe, the Missouri, Kansas and Texas, 
the International and Great Northern, and the Frisco. These 
roads obviously must depend upon traffic which will pass along | 
their routes. They carry much of the Texas live stock to north- 
ern markets. Lumber, vegetables, and some mining products 
also find their way out of the state over these routes. The bulk 
of cotton and grain exported from the state, go out by way 
of Galveston. The roads carry some of their products to the 
north and east in competition with the water rates. All told, 
there is an important tonnage of raw products and live stock 
shipped out toward the north over such roads as mentioned. 

* Fifth Annual Report, p. 5: “Some of the Texas lines of railway, constituting 
parts of interstate systems of railway interested in long hauls, appear to be hostile 
to a policy which would foster Texas jobbing and manufacturing interests while 
other lines manifestly favor such a policy. Outside cities bring every pressure 


they can to coerce all Texas lines into a course favorable to their interests and 
adverse to the interests of Texas cities with respect to jobbing and manufacturing.” 
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The roads are interested in having the cars used for hauling 
products out of Texas, loaded when they are sent back into the 
state for these products. The cost of pulling a train of “empties” 
is almost as great as if the cars were loaded with revenue-yielding 
freight. The roads not only want to haul the raw products out 
of Texas, but also to carry into the state the manufactured goods 
consumed by the people. The efficiency of the service given by 
the roads is limited by their income. They will do what they 
can to increase their traffic. It is to the interest of the people of 
Texas that the roads have as much traffic as they can accommo- 
date, for such prosperity of the roads would mean, in the long run 
better service and lower rates. 

Now, if the jobbing centers are in such cities as St. Louis 
and Chicago, these roads would carry the manufactured goods, 
that is, the high class freight, for long hauls into Texas. It may 
be suggested that they could just as well carry these goods to 
Texas jobbers, if jobbing centers were built up in the state. 
But it must be remembered that Texas has an outlet through 
Galveston by water to Atlantic seaports. At the best there is 
competition between jobbers in New York and in the Middle West 
for Texas trade. If jobbers in Texas should become powerful and 
firmly established, the roads fear that they would bring in their 
goods from the Atlantic coast through Galveston, and ultimately 
destroy or greatly impair the busi~ess of St. Louis and Chicago 
in the southwest. If that should happen, then the railroads 
from these last-named cities would not haul merchandise to 
Texas. They would lose most of the business. So long as St. 
Louis jobbers hold the trade, the railroads carry the goods. 
By favoring these dealers in the Middle West with low rates they 
are enabled to hold the trade, and the railroads retain the 
traffic for their lines. 

Texas has the advantage of water transportation in any case. 
Atlantic cities are constantly bidding for Texas business. Rates 
from St. Louis, Chicago, or Kansas City have to be made low 
enough to enable those cities to hold the trade, against eastern 
competition. Wherein does this injure Texas? It merely means 
that goods are permitted to enter the state from the Middle 
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West at rates that will permit them to be sold in competition with 
goods from New York. Rates from St. Louis must be made so 
low as to enable the goods to be sold to Texas merchants for as 
low price as goods from New York, shipped by water by way of 
Galveston. 

So far as less than carload shipments are concerned, the rojads 
would have to load and unload them at their own expense, 
whether they were billed from St. Louis or from a Texas city. 
And it costs no more, perhaps less, to load a fraction of a car in 
St. Louis than in a small Texas city. The expense of unloading 
at the destination is the same in either case. Then enough orders 
would naturally come in from different small towns to enable a 
dealer to fill a car for Texas with many consignments of goods. 
This would give the road the benefit of a full car all the way to 
Texas, and would save the expense of having it unloaded and 
loaded again at a Texas jobbing center. The car after reaching 
Texas, it is argued, could be attached to a local freight train, 
and the goods unloaded by the company to the retail merchants 
along its route, without the delay and expense of passing through 
another jobbing house in Texas. Besides, the policy strengthens 
the Middle Western shippers and guarantees the business to the 
railroads leading into Texas. 

The Texas Commission has never abandoned its policy of 
protecting local jobbing interests. In the face of the keen 
competition between the East and the Middle West for Texas 
markets, by which the consumers in Texas have greatly profited, 
and in spite of the obvious interests of the railroads which 
penetrate north Texas from St. Louis, the Commission has 
persisted in seeking to benefit local jobbers. But its power to do 

* The following is taken from a letter from the chairman of the Texas Com- 
mission to a citizen of Marshall, Texas, under the date of September 12, 1911: 
“For the rates referred to from Shreveport to Texas points to be reduced would 
in the opinion of this Commission be very much against the interests of the Texas 
jobbers whom it has been the endeavor of this Commission to protect, and by ,way 
of explanation we will state: Shreveport enjoys now, and has for years past, very 
low carload rates from northern and eastern points, much lower than the carload 
rates on the same commodities from the same points to Texas jobbing points. 
These carload rates in, plus their local rates out, to Texas points gave them, of 


course, an advantage over the Texas jobber, and to offset this the Commission 
adopted an adjustment of rates which you will find on page 203 of our nineteenth 
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so received a setback in the Shreveport case," which was decided 
by the Interstate Commerce Commission on March 11, 1912. 

It was brought out in this case that Shreveport being on 
Red River, and near to the Mississippi River, had long enjoyed 
railroad rates made to meet the competition of river steamers. 
These rates were lower from the North and the East to Shreveport 
than to Texas cities, such as Dallas, where water competition 
did not exist. Consequently, Shreveport being near the Texas 
border had an advantage over Dallas and Houston in the contest 
for the east Texas business. The Texas Commission, true to its 
policy of protecting Texas dealers, prescribed relatively low rates 
from Dallas and Houston as compared with the rates from 
Shreveport to the same points. The Interstate Commerce 
Commission, by a four to three majority, decided that the 
Texas rates were unduly preferential, and ordered them to be 
readjusted, to the end that the charges should be the same for 
equal distances from all three cities regardless of state lines. 

Jobbing centers, however, are being developed in Texas. 
Forces over which no commission could have any control have 
been at work. The population has steadily increased. There 
has grown up an important demand for quick service in filling 
orders for certain kinds of goods. For example, throughout 
the wheat belt of north Texas there is constant need during 
harvest for parts of machinery, and often for the machines 
complete. This has made it advisable to locate houses within 
the territory to be served which carry a large stock of farm 
machinery. This has in most instances taken the form of 
branch houses of some great establishment in the Middle 
West. As economies in quickness of service have become 
important, the big concerns in the Middle West are locating 
branches in Texas from which they distribute their wares, 
instead of shipping directly in less than carloads from the home 
plants. That is, as conditions are arising which require jobbing 
centers in Texas, wholesale houses are being opened. 


annual report. For the local rates to be now reduced from Shreveport to Texas 
points would tend to counteract the effect of the commission’s action, and to place 
the Texas jobber at the same disadvantage under which he previously labored.” 


* Interstate Commerce Commission Reports, Vol. XXIII, p. 31. 
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From the foregoing it seems clear that the interference of 
the Texas Commission with local rates in order to influence 
interstate rates has been of little benefit to the citizens of the 
state. The protective policy of the Texas Commission has been 
provincial. In furthering this policy the Commission has over- 
emphasized purely local interests as against those of the other 
states. There has been the disposition to assume that a political 
unit should be an economic unit. 

This review of the treatment of rates by the Texas Commis- 
sion serves to show the help that may be rendered in securing 
just treatment of shippers by the railroads and in preventing 
unfair discrimination; and the helplessness of any commission 
before strong economic forces. 

Looking back over the entire history of the Railroad Com- 
mission of Texas, it is apparent that such a body is necessary to 
prevent, correct, or punish abuses, such as discrimination by a 
railroad between persons. But its use of its larger powers, as 
in the case of the valuation of railroads to regulate the issue of 
securities, and the protection of local jobbers, has been such as to 
demonstrate the danger of delegating so much authority to such 
a body. If the Commission had not been created, many cases 
of unjust treatment of individual shippers, and in some cases of 
communities, would have gone unnoticed or unpunished. And 
no doubt such wrongs would have been more frequent but for 
the possibility of redress through the Commission. On the other 
hand, it seems evident that Texas would today have a larger 
railway net, better equipped roads, and much better services 
but for the Commission’s interference. It seems that something 
might be done in administering the powers of the Commission so 
as to dispense with the disadvantages without losing the benefits 
as disclosed by the experience of a quarter century. 

The decision in the Shreveport rate case, the war management 
of the railroads, and the provisions of the Transportation Act of 
1920, have taken from the Commission most of its larger powers, 
and have left it as a convenient means of correcting minor 
abuses, and for settling a great number of more or less irritating 
but not always relatively important questions. 

University oF TExas W. M. W. SPLAWN 
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THE GERMAN WORKS COUNCILS: 


[The following article by Mr. Emil Frankel, gives the story of the 
development of the works council idea in Germany from the time of the 
armistice to December, 1922. In order to make Mr. Frankel’s analysis 
somewhat clearer to the American reader who has not been in a position to 
follow closely recent German economic developments, the editors have 
taken the liberty of making some changes in the arrangement of the article 
and occasionally in its phraseology. In editing it, however, every care has 
been taken to preserve the author’s original meaning intact. 

The “Works Councils Movement,” the author informs us, meant 
quite different things to different German social groups. To the moderate 
Socialists and the moderate trade unionists, the vast majority of the German 
working class, it meant the establishment of schemes of shop representation 
in the individual shop which should function for purely economic ends as 
a supplement to an extension of collective bargaining between trade unions 
and employers’ associations, remaining wholly subordinate, that is, to the 
existing trade union machinery. In this sense, it would be simply an 
elaboration of experiments which had begun before the war. To certain 
employing groups, ‘‘works councils” meant an effective weapon to combat 
further unionization and undermine the existing power of the unions. 
By the Communist Party and the left wing Socialists, however, the Council 
movement was regarded as a potential substitute for the political state and 
a preliminary step to the establishment of soviet rule. 

This article is concerned with the struggle among these conflicting 
groups (chiefly the first and third) and the eventual victory of the first. 
The story is divided into six parts, the first being concerned with the political 
maneuvering of the various parties immediately after the armistice; the 
second with the pre-war forerunners of the shop council; the third with 
the statutory provisions for the establishment of shop councils in January, 
1920; the fourth with the reaction of the rank and file to these councils; 
the fifth with the position of the trade unions with respect to the councils; 
and the sixth with some present elements of discontent.—Eprrors’ NOTE 


The creation of Germany’s works councils in January, 1920, 
marks the end of a highly significant period in the history of 
the German Labor Movement, a period which saw the birth and 
death of the Political Council Movement. After the military 


The author acknowledges his indebtedness to Dr. Otto Iserland, of the 
University of Berlin, for valuable assistance rendered in the preparation of this 
article. 
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collapse of November, 1918, the revolutionary workers and 
returned soldiers, influenced by the propaganda of radicals 
during the war, and fired by the example of the Russian Com- 
munists, banded themselves together to form Workers’ and 
Soldiers’ Councils. The old imperial state was thrown on the 
scrap heap and political power fell into the hands of the prole- 
tariat. The rank and file very naturally began to clamor for the 
realization of long-cherished dreams of the socialist state, and the 
fulfilment of the promises made by their leaders. 

The new government answered the clamor with grandiloquent 
pronouncements, but its fine phrases failed to meet the hard 
facts of the situation, and did little to establish a working 
program. The Revolution found the conservative Socialist 
leaders wholly unprepared for their task. They were completely 
under the influence of an interpretation of Marx which! held 
that the socialist state would be attained by a slow evolutior: from 
capitalist society, and were wholly nonplussed at having political 
power thrust so suddenly into their hands. 

The radicals who had fostered the revolution alone knew 
what they wanted. The Russian revolution showed the way 
and they were quick to follow with the announcement that “all 
power must be given to the Workers’ and Soldiers’ Councils.” 
This simple slogan met with a ready response among the great 
mass of the workers, especially those in the larger industrial 
establishments, They embraced eagerly a scheme which 
promised them a determining voice in the management of 
industry; exploitation by employers was to cease, and the social- 
ization of industry to place the worker on a new footing of 
independence and responsibility. If the employer could not in 
all cases be entirely replaced his power was to be drastically 
limited. Attempts at socialization were actually made in some 
establishments, and outlaw strikes were called in several places, 
some concessions being gained. 

The old line trade-union leaders feared that the irresponsible 
actions of the Councils would plunge the country into chaos. 
At the same time their own position was seriously threatened. 
They had reaped considerable unpopularity as a result of their 
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support of the government’s anti-labor policy during the war, 
and this was greatly augmented when it was found that on the 
eve of the revolution they were negotiating an agreement with 
the employers, which they afterwards signed when the revolution 
was as its height, ignoring entirely the newly created Workers’ 
and Soldiers’ Councils.” 

This agreement, which was to the effect that the employer 
was to remain sole owner of his establishment and to determine 
its policy, had the effect of greatly strengthening the hands of 
the employers in resisting the incipient dictatorship of the 
Councils. The trade unions were able to exert considerable 
influence on the new government, and their belief that the 
revolution could be continued only through the co-operation of 
capital and labor was to triumph over the more revolutionary 
view of the Political Councils.? 


For the moment it seemed as if the Workers’ and Soldiers’ 
Councils were the government. The old state authorities, 
mostly in the hands of the reactionary bureaucracy, were not 
allowed to function and their places were taken by the Councils. 


But it became at once apparent that the Socialist leaders were 
not in agreement as to what use should be made of the Councils 
in the New Germany, or what functions they were to have. 
Over the solution of these questions very serious conflicts arose 
immediately in the ranks of the revolutionary parties, which 
were to keep Germany in turmoil for many months. The 
radical minority, especially those organized in the Spartakusbund, 
a deflection of irreconcilables from the Independent Socialist 
Party, vociferously demanded the “dictatorship of the prole- 
tariat”’ through giving Council organization complete possession 
of all legislative, administrative, and judicial powers. The 
members of the Independent Socialist Party founded by radicals 

* The agreement signed on November 15, 1918, between the big employers’ 
and workers’ organizations expressly recognizes the trade unions as the competent 
representatives of the workers. By order of the revolutionary government this 
agreement was published in the Official Gazette (Reichsanzeiger) of November 18, 
1918, this giving it semi-official recognition. 

* See Heinrick Strébel, Die Deutsche Revolution, ihr Ungliick und ihre Rettung; 
also Wilhelm Rémer, Die Entwickelung des Rategedankens in Deutschland. 
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during the war in opposition to the pro-war policy of the old 
Socialist Party, were divided. In the main they were in favor 
of some sort of mild Council dictatorship. 

In spite of the deflection of radicals from its ranks, the old 
Socialist party was fully able to maintain its position of 
supremacy throughout the course of the revolution. They 
were opposed to granting supreme powers to the Councils, and 
advocated that the decision as to the future government of the 
country should be left to a constituent assembly, which should 
be called at once. In this demand they found strong support 
among the bourgeois parties. The latter had stood aside during 
the first revolutionary days, anxiously watching what course 
events would take. Seeing, however, that they did not have 
to fear much from the revolution they accepted it as an accom- 
plished fact and did not hesitate to approve and strengthen the 
position of the Socialist government, knowing that it offered a 
means to escape a proletarian dictatorship and opened the 
road to try to regain their old political powers. 

The decisive events in the struggle over the Councils took 
place in Berlin. Upon the overturn of the imperial government 
the initiative in forming the new government was taken by the 
Socialist parties. On November 9, 1918, three members of the 
regular Socialist Party and three of the Independent Socialist 
Party constituted themselves into the Council of People’s 
Commissioners (Rat der Volksbeauftragten) and assumed the 
full functions of government. 

The Independent Socialists being divided on the question of 
Council control, the view of the majority Socialists prevailed. 

When the Workers’ and Soldiers’ Councils of greater Berlin 
held their first meeting on November 10 they declared themselves 
the highest executive authority in the state, but they were, in 
fact, able to do little but ratify the action taken by the Socialist 
parties. They elected an executive council, which was to control 
the People’s Commissioners, but its power was never more than 
nominal. 

The majority Socialist Party had looked upon the Councils 
as temporary instruments for carrying through the revolution. 
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They were to disappear as soon as the old régime was definitely 
displaced and a genuinely democratic government established 
in which ali the people would find equitable representation. 
The People’s Commissioners were clever enough, however, to 
realize the revolutionary feeling among the masses and were 
quite willing to grant to the Councils all kinds of powers in pro- 
nunciamentos. Thus one of the first manifestos designates 
the Workers’ and Soldiers’ Councils as ‘‘the ‘representatives of 
the will of the people” and another declares that “the entire 
political power lies in the hands of the Workers’ and Soldiers’ 
Councils of the German Socialist Republic.” 

The Councils were not, however, permitted to exercise the 
powers they were supposed to possess. 

The government made it clear that the Workers’ and Soldiers’ 
Councils were not to displace existing governmental institutions, 
but that they were merely to exercise control over local adminis- 
trative offices and they were given the right to ‘‘examine official 
transactions.” Thus it came that, aside from sporadic successes 
of the Workers’ and Soldiers’ Council in displacing unimportant 
local governmental authorities, the old administration continued 
to function, and the old high officials, with a good many reaction- 
aries among them, were left in office. 

For a number of weeks after the revolution the numerous 
Workers’ and Soldiers’ Councils throughout Germany had been 
working largely independently of each other and had little 
influence upon the events in Berlin, where the more radical 
Council of greater Berlin, had, in the confused situation created 
by the revolution, assumed the position of spokesmen for the 
entire German council movement and attempted to extend its 
powers over the whole of Germany. The need of bringing the 
Workers’ and Soldiers’ Councils of the whole country together, 
to clarify the situation, was generally felt, and the first national 
congress of councils took place in Berlin, December 16, 1918. 
Much to the surprise and chagrin of the radicals the congress 
acted largely in support of the Conservative Socialists. It 
endorsed the appointment of the Council of Peoples’ Commis- 


* Eberhard Buchner, Revolutionsdokumente. 
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sioners as the executive organ of the State, and decided by an 
overwhelming majority in favor of the calling of a Constituent 
Assembly. 

It was decided that the Workers’ and Soldiers’ Council of 
greater Berlin should concern itself only with local affairs, and 
the Executive Council elected by them was replaced by a Central 
Council which was to control the People’s Commissioners. 
In substance this right of control meant no more, however, than 
the right of recall, and the Independent Socialists refused to 
send any of their members into such a council. This left in the 
Central Council only members of the Conservative Socialist 
Party, and it became completely meaningless as an instrument 
of proletarian control; its members were mere tools in the hands 
of the People’s Commissioners. 

When the radicals found that the great majority of the 
Congress was on the side of the Conservative Socialists, they , 
attempted to bring about a second revolution in order to put 
the revolutionary Councils in control. Playing upon the 
feeling of disappointment among the workers over the achieve- 
ments of the revolution, they persuaded the workers in a number 
of industrial centers to rise in open rebellion in the winter of 
1918-19. These risings were put down by force of arms, the 
action being dictated by the conservative members of tke 
Council of People’s Commissioners—the three Independent 
Socialist members, reluctant to support a policy of ‘“‘blood and 
iron,” withdrew from the Council, leaving the government 
entirely in the hands of the Conservative Socialists who from 
now on were free to steer the already weakened Council move- 
ment into less radical channels. 

On January 19, 1919, the election for the Constituent 
Assembly took place. It was plain that the great majority of 
the German people were for a parliamentary-democratic system 
and opposed to the idea of a Council dictatorship. Of a total 
of more than thirty million votes cast, only a little over two 
millions were cast for the Independent Socialist candidates who 
advocated the proletarian dictatorship. (This figure might have 
been increased very slightly by the votes of the Communists, 
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had they not refused to take part in the election.) On the other 
hand the Conservative Socialists received nearly twelve million 
votes, the bourgeois-republican bloc got more than eleven 
million, and the reactionary parties mustered almost five million 
votes. 

The Socialists were disappointed in their hopes of obtaining 
a majority, for out of a total of 421 seats the combined Socialist 
parties obtained only 185. The National Assembly which was 
to give Germany its new republican charter met at Weimar on 
February 6, 1919. The Central Council, supposedly the repre- 
sentative of the revolution, made anything but revolutionary 
demands in resigning its power to the Assembly. They merely 
expressed the pious wish that the new constitution should provide 
a system of representation which would strengthen the workers’ 
position in the industrial establishment, and assure his interest 
in production. 

With the establishment of democratic constitutional govern- 
ment agitation of the radicals for the political council system 
did not, however, cease, and they continued to carry on an 
untiring propaganda to spread their ideas and to prevent what 
seemed to them the loss of the fruits of the revolution. They met 
with the most determined opposition on the part of the new 
government which included members of the bourgeois republican 
parties as well as Socialists. This government felt itself strong 
enough to declare officially on February 25, 1919, that “no 
member of the cabinet is thinking now nor has ever thought of 
incorporating the Councils system into the constitution nor into 
the administrative apparatus in any form whatsoever.” The 
cabinet thought, however, that the existing workers’ councils 
of the individual establishments could be utilized as the inter- 
mediaries between the working force and the trade union. 

The declaration of the government called forth tremendous 
indignation, not only among the radicals but even among the 
more moderate Socialists. This was an unmistakable sign that 
while the mass of the German workers did not favor the prole- 
tarian dictatorship of political Councils they nevertheless wanted 
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an economic council system which would strengthen their position 
within the establishment and permit them to have a decisive 
voice in the whole process of production. Big strikes in middle 
Germany and in Berlin caused the government to recede from its 
position, and in a declaration to promise to establish the workers’ 
councils in the new German constitution, as organs representing 
the workers’ interests. In spite of this declaration the strikers 
did not return to work until the employers had made certa:n 
concessions toward the workers’ right of co-determination 
(Mitbestimmungsrecht) in the regulation of working conditions. 

In pursuance of the Government’s pledge the national 
assembly in April, 1919, accepted article 34 a, which later was 
incorporated with only slight changes, as article 165 in the 
German constitution. This article provides that “the workers 
jointly with the employer and having equal rights are called 
upon to participate in the regulation of wages and working co1- 
ditions and to co-operate in the entire economic development of 
the nation’s productive forces. The organization of employers 
and employees as well as their agreements are recognized.” 
In order to guard their social and economic interests workers and 
salaried employees were to be given legal representation in works 
councils governing the single establishment, (Betriebsarbeiter- 
riten) in district works councils, (Bezirksarbeiterraiten) which 
would be a grouping of the establishment works councils according 
to economic districts, and in a national works council (Reich$- 
arbeiterrat). For the purpose of carrying out their joint economi 
task and putting into effect the socialization laws the districts 
works councils were to meet together with the employers’ 
representatives of a given district and form the district economic 
councils (Bezirkswirtschaftsrite). These district economic coun- 
cils would together form the National economic councii 
(Reichswirtschaftsrat), which was to express its opinion on 
drafts of socio-political and economic laws of fundamenta:! 
importance which the national government was to submit 
before their presentation to the Reichstag. These various 
Works and Economic councils could have conferred upon then! 
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powers of control and administration “in the fields of activity 
assigned to them.’’! 

It is evident that the councils which are now constitutionally 
recognized have very little in common with the Councils of the 
revolution. The idea of “Industrial Mutualism” as propagated 
by the Trade Union was victorious, and the councils which 
originally were to represent the supreme power of the State are 
now to co-operate with the employers, if not to become mere 
appendages of the capitalist system as the general industrial 
development seemed to foreshadow. 

The supporters of the Political Councils made two late efforts 
to establish a proletarian dictatorship. In the spring of 1919 
they set up political council rule in some mining centers of the 
Ruhr valley and on April 6, 1919, they proclaimed the council 
republic in Munich. Both attempts were foredoomed to failure. 

When the radicals saw that their attempts to set up a political 
council system were in vain, they bent all their energies to secure 
for the contemplated works councils under the Constitution 
powers which would at least put them on an equal footing with 
the employer in the establishment. From now on their fight was 
for the workers’ “‘participation in management.’”’ The govern- 
ment, the Conservative Socialists, as well as the trade unions, 
fearing that such an interference in the employers’ function might 
seriously cripple production, made every effort to lead the 
workers’ demands into safe channels. They wanted to have the 
future works councils assume a position more like that of the 
pre-revolutionary voluntary factory committees; they were 
willing, however, to give the works councils certain rights of 
control in the engagement and dismissal of workers. 

The working people, fearing that the government did not 
seriously intend to grant to the Works Councils real power of 

t Of the council system which is outlined here up to today only the establish- 
ment works councils have been definitely instituted by law. Through a decree 
issued May 4, 1920, the government created a national economic council which is 
provisional in nature and is not the superstructure of the council system which was 
originally intended to be built up. For details regarding the function and work 


of the national economic council see an article by the writer, “Germany’s Industrial 
Parliament”’ in the Political Science Quarterly, September, 1922. 
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control within the establishment, urged the Central Council 
elected by the first Workers’ and Soldiers’ Congress, to call a 
second congress, which they hoped would be able to force the 
hands of the government. This second congress met on April 
8-9, 1919, but it was soon found that the radicals were in a 
minority. A new Central Council was elected, and instructed 
to protest against certain features of the proposed works councils 
system which seemed to them inadequate. 

In the main, however, the congress supported the govern- 
ment, the protest of the Central Council went unheeded, and the 
government stood by its original program, which was approved 
by the Socialist Party Congress in June, 1919. 

The Socialist Trade Unions realized that the economic council 
idea had taken deep root among the masses, and could not be 
ignored. Therefore, they also endorsed the government’s 
program at a congress in June, 1919, believing that the trade 
unions would be able to control the development of the councils 
when they were established. , 

The first draft of the works council law, confidentially 
circulated among the interested parties, was through some in- 
discretion published in the press. It aroused a storm of indigna- 
tion among te workers because the functions which the proposed 
works councils were to have hardly went further than those of 
the pre-revolutionary factory committees. There was no trace 
of any right of control, not to mention the rights of participation 
in management and in the whole process of production. Upon 
insistent demands of the workers, the government was forced 
to make considerable concessions in their favor in the new draft 
published officially in August, 1919. Under the new law the 
works council were to participate in the regulation of the working 
conditions of the establishment; all engagements and dismissals 
were to be approved by them; and although the government 
refused to give them rights of direct participation in manage- 
ment, it conceded the right to be shown balance sheets, profit 
and loss accounts, payrolls, etc., and to be represented in the 
board of directors. In answer to strong agitation on the part 
of the workers, a clause was incorporated which gave the working 
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force of an establishment the right to recall the works council 
by simple vote of censure. This right seemed of the utmost 
importance to the workers in order to prevent the rise of an 
establishment bureaucracy, which their experience with the trade 
unions had led them to fear. Meager as were the powers granted 
to the councils in the new law, they met with strenuous opposition 
from the employers, who were able, with the support of the 
bourgeois parties, to curtail them still further in committee. 
They were able to divide the working class representatives by 
emphasizing the different interests of manual and non-manual 
workers. They secured the creation of separate councils of 
salaried employees, to which the more important functions were 
delegated, while the joint council representing all classes was to 
deal only with minor matters—they were granted certain rights 
of control in case of dismissal, but not the right to control 
appointments. The non-Socialists were largely responsible for 
the withholding of the power, fearing that their members might 
be discriminated against by socialistic councils. The right of 
recall was not granted, as it was feared to lead to constant 
upsets in the establishments. 


A huge demonstration was held before the Reichstag, when 
it was considering the bill. Unfortunately, the demonstration 
ended in bloodshed, and had no influence upon the final form of 
the works council law which was enacted by the Reichstag on 
January 18, 1920, with 215 votes for and 63 votes against. 


Il. THE PRE-WAR BACKGROUND OF THE COUNCIL IDEA 


The Works Councils as finally constituted by law are related 
only in name to the Revolutionary Councils or the Russian 
Soviets on which the latter were modeled. Their real ancestry 
is to be traced rather in the pre-war movement toward workers’ 
representation, of which they were a logical development. 
With the growth of the factory system and the consequent 
reduction of the workers to the position of ‘‘hands,’’ there arose 
' a desire among German laboring classes to have some voice in 
the regulations of the conditions under which they were compelled 
to work. Although they were satisfied that their general 
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economic and occupational interest should be represented by 
their trade unions, they wanted to have a special works organiza- 
tion which would look after their interests in so far as the indi- 
vidual establishment was concerned. At that time the Socialist 
trade unions supported these demands because they hoped to 
strengthen their position within the establishment through such 
representation. 

The demand for employees’ representation was first publicly 
recognized in the big Westphalian coal miners’ strike of 1889. 
Under the pressure of the strike an Imperial message was issued 
in 1890 announcing that the workers were to have legal shop 
representation in the form of works committees. In accordance 
with the announcement, legal provisions were incorporated in 
the Workers’ Protective Laws of 1891 and the mining laws of 
1892 which provided ‘for consultative workers’ committees. 
These were of very little importance to the workers, however, 
since their establishment was purely voluntary on the part of 
the employer; his influence was sure to predominate, because 
only a minority of the members of the workers’ committee was 
to be elected by the workers, while the majority was to be 
appointed by the employer. No definite functions were given 
to these workers’ committees and where they were instituted 
they had merely the right to be “heard” in the discussion of 
shop rules, which the employer alone had the right to issue. 
Only where provisions regarding the welfare activities of the 
management were incorporated in the shop rules was the acqui- 
escence of workers’ committees necessary. Since the workers’ 
committees were given no real power and their members were not 
legally protected against discrimination on the part of the 
employer, the workers had little use for them. The employers, 
on the other hand, had at first feared that they might become 
instruments of agitation for the growing trade union and Socialist 
movement soon discovered that it was far easier to deal with the 
workers’ committees, fully dependent upon the good graces of 
the employer, than with the independent representatives of the 
trade union movement. Very soon the workers committees 
were looked upon by the employer as an effective antidote against 
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Socialist agitation and the rapidly growing trade union move- 
ment. 

In the big coal strike in the Ruhr valley in January, 19035, 
one of the demands of the workers was that the establishment of 
workers’ committees should no longer be voluntary on the part 
of the employer, and that the committees should be given 
functions which would really enable them to safeguard the 
workers’ interests in the establishment. In a much diluted 
form the mining law of July, 1905, recognized these claims and 
made workers’ committees obligatory in all mines having more 
than one hundred workers. Their functions in the main were 
those given to the voluntary workers’ committees; that is, 
they were to hear complaints of the workers and make suggestions 
to the management without having legal rights to enforce any 
of their wishes. They were as little welcomed by the workers 
as the first committees, because the provisions regarding election 
were such that through a little manipulation the employer 
could insure the election of a fully subservient body. 

The workers who began to see that workers’ committees did 
, not offer a satisfactory means of safeguarding their interests 
turned their efforts towards strengthening the trade union 
movement. And the trade unions were finally successful in 
embodying in their collective agreements shop representation 
which more nearly met the workers demands. Workers’ com- 
mittees thus early became organs of the trade unions and were 
of importance only where they had their complete backing. 

During the war, the imperial government greatly limited 
the freedom of movement of the workers in the interests of 
military necessity and attempted to bind them to the establish- 
ment in which they were employed (in which efforts they found 
ready support in the trade unions). The desire of the workers 
to have more effective and independent shop representation then 
became widespread. In the Auxiliary Service Law enacted 
May, 1916, the government was obliged to grant the workers 
certain concessions: the law provided for separate committees 
of workers and salaried employees in all establishments doing 
war work and having fifty or more employees. This law did 
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not satisfy the workers because the powers of these committees 
went little farther than those of the former workers’ committees 
had. It is true the workers were given the right to call upon 
a board of conciliation in case of disputes wher: a settlement 
could not be reached. But the decision of the boara had no legal 
force and was not binding on the employer. A certain advance 
over the old factory committees may be observed in the provisions 
of the law which forbade the employers to discriminate against 
employees exercising their functions under the law. Even this 
protection was illusory, however, because the employer could 
easily get rid of an undesirable employee by simply freeing him 
for army service. The Workers’ Committees of the Auxiliary 
Service Law did not find more favor with the workers than their 
predecessors. 

By an agreement between the large trade unions and the 
employers’ organizations, which was signed on November 1 55, 
1918, it was stipulated that workers’ committees were to be 
instituted in all establishments belonging to the contracting 
parties, having fifty or more employees, with the duty of seeing 
that the collective agreements made with the union were carried 
out. These voluntary committees were of little practical 
importance, because the revolutionary government soon created 
legal shop representation. With the order of December 23, 1918, 
all establishments having twenty or more employees were to 
set up committees of workers and of salaried employees. ‘These 
committees had little more than the ‘‘advisory”’ functions of the 
old factory committees, and no serious inroads were made upon 
the employers’ accepted prerogatives. The order especially 
emphasized that the committees were to act under the guidance 
of the trade unions and to consider themselves as their organs.» 
In a number of demobilization measures after December 23, 
1918, the rights of the workers’ committees were extended 
somewhat. For the first time they were given the right to 
exercise some control over the engagement and dismissal of 
workers. But this control was to be exercised only in con- 
nection with the necessities of military and industrial demobili- 
zation. 
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The workers were able to secure slight extra-legal extension of 
the rights of shop representation through voluntary agreements 
with the employers, one of which was concluded on March 12, 
1919, as a result of the strike in the middle German coal region 
and the other on April 19, 1919, as a result of a strike of the 
salaried employees of the Berlin metal industry. In the agree- 
ment for the mining industry the old workers’ committees and 
committees of salaried employees were to elect a common works 
committee which could be recalled any time by vote of the 
employees. One of their chief functions was to “assist the 
management with advice,’ and they were empowered to ask 
the employer for information which would give them insight 
into the affairs of the establishment. But they were given no 
right of participation in the management. They were to see 
that the agreements between the employer and the trade unions 
in regard to the engagement and dismissal of workers was 
carried out. The agreement concluded in the Berlin metal 
industry gave the workers’ committees the right of protest in 
cases of engagement and dismissal of workers. In case no 
agreement could be reached the board of conciliation was to give 
the final decision. 


Ill, THE WORKS COUNCILS LAW OF 1920 


The final chapter in the history of establishment representa- 
tion in Germany begins with the Works Council Law of January 
18, 1920." Under this law, works councils are to be instituted 
in practically all establishments having 20 or more employees,’ 


* The Works Council Law (Gesetz betreffend die Errichtung von Betriebsriten) 
was published in the Reichsanszeiger, No. 26, 1920, p. 147. The law has been fully 
translated by the International Labor Office, Geneva, Legislative Series, 1920— 
Ger. r and 2. Since the law went into effect a great number of commentaries 
have appeared of which only a few of the more important ones may be mentioned 
here: Walter Kaskel, Das Neue Arbeitsrecht; Georg Flatow, Kommentar sum 
Betriebsritegesetz; Clemens Nérpel, Aus der Betriebsrate-Praxis; Heinrich Brandt, 
Betriebsrategesetz nebst Betriebsbilanz-gesetz, Ausfiihrungsbestimmungen, W ahlordnang 
und amtliche Muster; and Karl Korsch, Arbeitsrecht fiir Betriebsrate. 

2 The works council law also contains provisions regarding employees’ repre- 
sentation in smaller establishments, that is, establishments having less than twenty 
employees but more than four. The employees of such establishments are to elect 
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whether the establishment is under private or public manage- 
ment. If an establishment employs both manual workers and 
salaried employees they are to elect separate councils, besides 
the common works council.? 

The functions of the works councils, described in considerable 
detail in the Works Council Law, may be divided into three 
main groups, relating to participation: (1) in the regulation of 
the working conditions within the establishment, (2) in the 
engagement and dismissal of workers, and (3) in the manage- 
ment. 

t. Participation in the regulation of working conditions.— 
The rights of participation in the regulation of working conditions 
within the establishment, are in the main a continuation and 
extension of the functions which the old factory committees had. 
They are to help in the regulation of minor matters of the 
working contract, such as accident prevention, health protection, 
administration of welfare institutions, etc. An advance is made 
in that the shop rules, which were formerly issued by the employer 
alone, are now to be agreed upon and issued jointly by the 


a shop chairman (Betriebsobmann) for a term of one.year. These shop chairmen 
have essentially the same powers and duties that are assigned to the works councils 
under the law; with such modifications as to make it applicable to the peculiar 
conditions prevailing in the smaller establishments. The shop chairman does not, 
however, exercise any control in the engagement or dismissal of workers, he cannot 
be delegated to the board of directors and cannot legally request to be shown balance 
sheets, profit and loss accounts, etc. 


* The latest available statistics from June 12, 1907, show that Germany had 
659,600 establishments employing from six to twenty persons with a total number 
of 5,572,955 employees and 81,549 establishments employing more than twenty 
persons with a total number of 6,915,576 employees. 


*The members of both the common works council and the separate manual 
workers and salaried employees councils are elected from among the employees 
by secret ballot and are to hold office for one year. All male and female em- 
ployees over 18 years of age are entitled to vote. Those employees may be 
elected to the works councils who have attained the age of 24, are German citizens, 
who are no longer in apprenticeship, who on the day of election have been in the 
employment of the establishment at least six months and who have belonged to 
their particular trade or calling at least three years. The number of members of 
the works councils ranges from three to thirty depending upon the size of the 
establishment. 
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Employers’ and Workers’ Council.*_ This change is chiefly one 
of principle, however, and of little practical value because the 
legally prescribed shop rules regulate only minor matters, while 
the general working conditions are regulated today almost 
entirely through collective agreements. It is true that the works 
councils may, in agreement with the management, regulate 
employment matters which go beyond the legally prescribed 
shop regulations, but this right is also of little importance, 
because the collective agreements between union and manage- 
ment precede any others, and only matters not so regulated 
can be decided by agreement between works councils and 
management. 

The works councils are to have regular consultation hours 
at which complaints and suggestions may be submitted by the 
employees. This marks an advance in the position of the 
worker, as the employer is compelled to negotiate in matters 
where formerly his arbitrary will alone decided. In the case 
of disputes where only a single employee is concerned the council 
is not in such a strong position. They have the right to call 
upon the board of conciliation? for a decision (which is binding 
upon the employers) only in industrial disputes where a larger 
number of workers is concerned. But as such disputes generally 
arise in connection with violations of the provisions of collective 

t Provisions inserted into the Industrial Code (Gewerbeordnung) in 1891 made 
it obligatory for the employers of larger industrial and mercantile establishments 
to issue “shop rules,” which are to contain provisions regarding the beginning and 


end of the daily working hours, manner of wage payments, notification of dismissal, 
fines to be levied, etc. 


2The boards of conciliation established with the order of tie Provisional 
Government from December 23, 1918, have to fulfil rather important functions 
under the Works Council Law. The boards have six members—three employers’ 
and three workers’ representatives. The boards either elect a chairman from among 
their members who can only vote as a member of a group he represents, or they 
choose an impartial chairman from the outside who may vote as representative 
either of the employers or the employ.2s. The proceedings before the board of 
conciliation either end with a settlement among the parties in dispute or with the 
decision of the board. The decision proposes a definite settlement and is made 
with the request that the parties in dispute accept it within a certain definite 
time. Silence is regarded as non-acceptance; the decision is then published to 
await the moral effects of public opinion. 
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agreements, the settlement of the more important disputes 
must, therefore, be left to the trade unions and cannot be settled 
independently by the works council. 

2. Participation in engagements and dismissals ——From the 
very beginning of the agitation for workers’ representation the 
demands for participation in the engagement and dismissal of 
workers has figured prominently. Nor is it to be wondered at 
that the worker should reach out for legal assurance of his means 
of livelihood. In the Works Council Law the desired right of 
participation is realized only to a certain extent in the dismissal 
of workers, while in regard to the engagements the councils were 
not given any real rights of control. 

The works councils cannot directly participate in the engage- 
ment of new workers. The law merely prescribes that they are 
to work out together with the employer principles governing 
the employment of help which the employer is supposed to 
observe.’ If the management in the hiring of new workers 
proceeds within these terms of employment, it is free to hire 
whom it pleases and need have neither the co-operation nor the 
supervision of the works council. The works council has a right 
to file a protest with the management afterwards if it is convinced 
that the employment principles have been violated by the 
employer. If the matter is not satisfactorily settled through 
negotiations the works council may submit the matter to the 
board of conciliation, whose decision is final. In cases where 
principles of employment are already regulated by collective 
agreements, the councils have no authority to act, so that, as 
in the case of disputes, the field left open for the operation of 
the councils is somewhat restricted. 

Considerably larger rights of control are granted the works 
council in the case of dismissals, and the provisions in respect 
to discharge are generally regarded as being the most vital part 


* The law states that in these terms of employment a clause should be incorpo- 
rated providing that the hiring of a worker should not be dependent upon his 
political, military, religious or trade union activities, or upon his membership or 
non-membership in a political, religious or labor organization. Likewise, there 
should be no discrimination as to sex. 
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of the entire law, and of substantial value to the worker In 
practically every instance where an employee has received notice 
of discharge, protest against such discharge may be filed with the 
works council. The works councils’ right of protest covers all 
cases where (1) there is reason to believe that the discharge is 
due to the political activities of the employee, or to his member- 
ship or non-membership in a labor organization, (2) where no 
reason for discharge is stated, or, (3) where discharge seems unfair, 
unduly harsh, or unjustified either by the behavior of the worker 
or the conditions prevailing in the establishment. 

Under (3) the council’s right of protest would appear to be 
almost unlimited. It is the duty of the works council to negotiate 
the matter with the employer, and if no agreement can be reached, 
the board of conciliation is to be called upon for a final decision. 
If the board finds the works council’s protest justified, the 
management has the alternative of re-employing the dismissed 
worker or paying him a fixed amount of compensation. 

The worker may claim the right to have his case investigated 
in case of instant dismissal, even when the reason given by the 
employer is one allowed under the law. The employee is given 
an opportunity to show that such reasons do not, in fact, exist. 
The works council’s right of protest in case of discharge does 
afford to the individual worker protection against unjust dis- 
charge. It does not, however, afford protection when it is most 
needed, that is, during a period of economic depression. The 
law states that in case of complete or partial shut-down of the 
establishment the right of protest cannot be applied. It is 
true that the employer is supposed “to get in touch” with the 
works council if a large number of workers is to be laid off. 
But this is no more than a phrase and is of little practical value.’ 


* Some legal protection against instant dismissal was afforded workers even 
before the Works Council Law through the Industrial Code. The employer 
generally had to give advance notice—usually about fourteen days—before final 
termination of employment. 


In time of industrial depression and threatened unemployment the workers 
are protected through the governmental order of February 12, 1920 (Verordnung 
iiber Einstellung und Entlassung von Arbeitern und Angestellten wahrend der 
Zeit der wirtschaftlichen Demobilmachung) which makes it incumbent upon the 
employer to stretch the work, that is, to work reduced hours before any workers 
are laid off. 
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The provisions of the law which provide special protection 
to the members of the works council in the case of dismissal are 
of great importance. To discharge a member of the works 
council the employer must first secure the approval of the works 
council. If the works council refuses to approve the discharge, 
the employer can then call upon the board of conciliation whose 
decision may over-ride the refusal of the council. If the board 
upholds the decision of the council, the management must 
continue to employ the council member without the option of 
paying compensation. It is, therefore, especially hard to get 
rid of an undesirable worker who is a member of the council. 

Participation in management.—The provisions of the law 
which are supposed to give the works councils the right to 
participate in management, in substance are very insignificant 
and so hedged about with restrictions as to be almost value- 
less. The law is very definite in rejecting the principle of 
co-management and continues to leave full responsibility in 
the hands of the owner. It is expressly stated that the execution 
of the decisions arrived at jointly between the works councils 
and the employer is to be left entirely to the management; the 
works councils have no right to interfere. Moreover, to meet 
the objections of the employer, the government made it clear 
that “participation of the works council in the business manage- 
ment in the narrower sense is not intended and equal voice in 
management is not granted.’ 

As one of its managerial functions the works council is “‘to 
assist the management with advice and co-operate with it in 
bringing about the highest possible standard and maximum 
degree of economy in production.” But if the management 
does not want to follow the advice, there is no provision in the 
law by which the employer could be forced to accept it. The 
works councils are also to “aid” in the introduction of new 
methods of work, but they cannot themselves demand the intro- 
duction of new methods, nor prevent such introduction on the 
part of the management. 


* Begriindung des Entwurfs eines Gesetzes iiber Betriebsrate. Document No. 
928 oi the Constitutional National Assembly. 
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The works councils are entitled to ask the management for 
information regarding transactions affecting the employment 
contract. ‘The reports need not be written, and the management 
is not required to furnish data substantiating its statements. 

The ambiguity of the law has led to many controversies; 
the councils maintaining that every transaction about which they 
inquired affected the contractual relation between employer 
and employee, while the management maintained that the 
matter was one of a purely commercial and technical nature. 
Aside from the advantages which the employer derives from the 
ambiguous framing of the law on this point, other provisions 
are more definite in helping him withhold information. He 
need not furnish information if business or trade secrets are 
endangered thereby, a plea it is easy for the employer to use, 
especially as no appeal is allowed to a conciliation board. 

Another managerial function of the works council is the right 
to be shown balance sheets and profit and loss accounts.’ This 
right also is of very slight practical value to the worker. In 
the first place the workers rarely have the training to understand 
financial statements, such understanding being especially difficult 
under the present unprecedented monetary inflation. Further- 
more, according to the law, the employer is to explain the 
balance sheet orally but need not show the basic data upon which 
the various items in the financial statement are based. It is 
evident that the works council members must be completely 
helpless in such a situation. Without examination of the basic 
data it would be extremely difficult even for an expert accountant 
to get a clear idea of the real financial situation of an establish- 
ment. Even ifthe works council were able to obtain full informa- 
tion, it could not be utilized by them to secure immediate eco- 
nomic advantages for the workers they represent, because 
wages are not regulated by the individual establishment, but 
through collective agreements. And as the law enjoins the 

* This applies only to the larger establishments, that is, to establishments 


having as a rule at least three-hundred employees (manual and salaried workers 
taken together) or fifty salaried employees. 
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works councils to maintain secrecy regarding confidential informa- 
tion obtained, they could not furnish the information to the 
trade unions and thus attempt in a roundabout way to secure 
wage advances. 

The last provision of the act designated as participation in 
management, relates to representation of the works council on 
the board of directors. The workers’ representatives are 
supposed to have the same rights and duties as other members, 
with the special duty of safeguarding the workers’ interest. 
They cannot exercise any effective control, however, because 
according to existing commercial law, rights of control are 
vested in the board as a whole and since the workers’ representa- 
tives number not more than two, while the size of the board is 
unlimited, they are inevitably in a minority. They are further 
handicapped by the obligation to secrecy in respect to con- 
fidential information which they gain as members of the 
board. 

When the law went into force, a great many concerns pro- 
ceeded to nullify the workers’ rights by finding ways in which 
the works council members of the board might be prevented 
from participating in the decision of vital questions concerning 
the establishment. For that purpose smaller, unofficial com- 
mittees were often formed in which works council members were 
not represented; or the capitalist members of the board have 
found means of getting in touch with each other to regulate 
officially important questions, without consulting the workers’ 
representatives. Although such action may be in contravention 
of the law there is no way in which it can be prevented. About 
the only advantage which the workers derive from being repre- 
sented on the board is the fact that the individual workers 
delegated to the board are able to obtain information regarding 
a great variety of transactions which may give them some 
insight into the financial and managerial apparatus of the 
establishment. This may afford useful training for the time 
when the workers may be called upon to manage industries 
themselves. 
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IV. THE WORKERS’ ATTITUDE TOWARD THE 
WORKS COUNCILS’ 


The German workers are fully aware that the works councils 
have not essentially changed their position as wage earners in a 
capitalistic-industrial society, and that the present Works 
Council Law is not an instrument through which they can exert 
a direct and decisive influence upon either the workings of the 
individual establishment or upon industrial life in general. 
They realize that the functions of the works council go consider- 
ably beyond those of the old factory committees and that the 
law itself gives some slight recognition of the workers’ right to 
co-determination. Nevertheless, the workers in general, not 
only the radicals, are disappointed with the councils as finally 
established in the law, and their disappointment grows with 
practical experience of the works council in operation. There , 
are many reasons for their attitude and an attempt will be made 
to summarize them briefly below: 

1. The exact position which the works council is to occupy 
within the establishment is not clearly defined in the law. From 
the workers’ standpoint the works councils are to fulfil two 
irreconcilable functions: to represent the workers’ interest as 
against the employer, and at the same time to support the 
management in carrying on the work of the establishment. 
In this connection they are supposed to prevent serious disagree- 
ments from arising in the establishment and see that a spirit 
of co-operation prevails, even if such efforts should clash with 
their interests as the workers’ representatives. In carrying on their 
duties, the works council is to abstain from making demands and 
taking measures which are likely to injure the common interests. 
It is evident that the sharpest differences are certain to arise 
between employer afid employee over the interpretation of what 
is ‘common interest”’; it is just the determination of what does 
constitute common interests which is at the root of most of our 
labor struggles today. 

* Besides a careful perusal of the extensive literature, the author has had 


personal interviews with a large number of members of works councils and other 
workers in order to get their viewpoint. 
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The duality of their functions makes the works councils’ 
position extremely difficult not only in relation to the manage- 
ment but also to the workers they represent. Should a works 
council be unduly energetic in representing the workers’ interest, 
the management is offered a means of intimidation through the 
provisions of the law, cited above, under which the management 
could simply claim that the works council’s action disturbs the 
industrial peace and injures the common interest. The employer, 
moreover, has sharper means than intimidation at his disposal, 
for if the management sees in the works council’s action gross 
neglect of duty it has a right to propose to the board of concilia- 
tion to dissolve the works council. On the other hand, conflicts 
are sure to arise among the workers especially where the working 
force contains a radical contingent, for they will look askance 
at a works council which does not energetically represent the 
workers interests and which too readily accepts the necessity 
of co-operation with the employer to insure the undisturbed work- 
ing of the establishment. 

2. The workers are seriously handicapped by their lack of 
legal training. The law is complicated, and in places its ambi- 
guity makes it possible to stretch the interpretation considerably. 
The employers usually have at their command expert legal advis- 
ers, and they have consequently met with greater success than the 
workers in the cases that have come up. These disadvantages 
have tended to make the workers dissatisfied with the whole 
law and with the councils which administer it. The greatest 
dissatisfaction, however, arises from the fact that the workers 
cannot entirely control the works councils—the law originally pro- 
vided for recall by simple vote of censure but this was struck out. 

The councils are elected for a year, during which time they 
are independent of the decisions of the works assembly, which 
can do no more than express its wishes. 

Rightly or wrongly, the workers feel that they do not wholly 
control the councils, and therefore are distrustful of them. To 
some extent this distrust is probably justified, as the employer 
is frequently able, by small favors, etc., to bring the council 
members under his influence. 
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Vv. THE POSITION OF THE TRADE UNIONS 


If the Works Council Law is not clearly framed in many 
respects, it leaves no doubt that the right of economic organiza- 
tions of manual workers and salaried employees to represent the 
interests of their members is not to be infringed. In other words 
there is to be no interference by the works councils with the 
functions of the trade unions. And in view of the tremendous 
power which the big, nationally organized trade unions are able 
to wield over single works councils it was impossible for them to 
be anything but the instruments of the labor organizations. 
The dominant position of the trade union is especially evident in 
the provisions of the law regarding the regulation of working 
conditions. In the main these are regulated by the trade unions 
through collective agreements which take precedence of the 
agreements made by the works council with the management. 
The chief task of the works council is not, therefore, the inde- 
pendent regulation of working conditions, but seeing that the 
provisions of the collective agreements are carried out. Even 
the most important right of the works council under the law, 
the right to protest in case of a worker’s dismissal, cannot be 
applied if the discharge is made on the basis of a collective 
agreement. The influence of the trade union is further strength- 
ened by the fact that their representative may take part in the 
works council meetings and be present 2t the shop assembly. 

As soon as the law was enacted the Socialist trade unions made 
strenuous efforts to bring the works councils under their influence. 
At the first election which took place in the spring of 1920, they 
strongly advocated the election of workers who were staunch 
supporters of their moderate policies. The General Federation 
of Trade Unions and the Federation of Salaried Employees, 
which comprise today more than three-fourths of organized 
labor in Germany, established a Central Office of Works Councils 
(Betriebsritezentrale) which was to regulate uniformly the 
activities of the works councils and act as a clearing house for 
all works council matters. Works Council Centers with trade 
union officials as guiding spirits have been organized by district 
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and industry groups throughout Germany. Under the auspices 
of the trade unions, works council schools have been opened in 
all important industrial centres, which together with the works 
council journals, are doing effective educational work. 

Since the trade unions were successful in the first election to 
the legal works councils in getting their adherents elected, they 
felt strong enough to call a National Works Council Congress 
which met in Berlin October 5, 1920. ‘There was considerable 
wrangling between the Communists, who again demanded 
completely independent works councils which would also assume 
political functions, and the moderate Socialists, who favored 
works councils having merely economic functions and operating 
under the closest supervision of the trade unions. This important 
issue was decided by the congress in favor of the trade unions 
and their position of supremacy was thus more definitely assured. 
In view of the clear intent of the law and the general policy of the 
trade unions it is but natural that in practice the works councils 
have become the organs of the trade unions through which provi- 
sions of the collective agreements are carried out. And whatever 
control the works councils are able to exercise today is based 
less upon the provisions of the Works Council Law itself than 
upon the backing which they receive from the powerful labor 
organizations. 

VI. RECENT DEVELOPMENTS 


When the average German worker compares the posi- 
tion of power which the revolutionary Workers and Soldiers 
Councils seemed to promise him with the powers actually 
left him in the legally established works councils it is not 
to be wondered that the latter scheme has not met with 
his unqualified approval. To add to his dissatisfaction over 
the works councils there is a general feeling of disappointment 
over the achievements of the revolution as a whole. It is true 
that it has brought him considerable political advances but no 
improvement whatsoever in living conditions, which if anything 
have grown worse. The radical communists, a tireless and 
zealous minority for whom the star of hope still rises in Soviet 
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Russia, taking advantage of this feeling of bitterness among the 
masses, have carried on and are carrying on today unceasing 
propaganda to stir the masses up to some drastic action. They 
maintain that it is due entirely to the inactivity of the Socialists 
and trade unions that the German workers have to suffer today 
from such deplorable living conditions, and they condemn par- 
ticularly the trade unions, in whose hands the works councils 
are powerless organs instead of being effective instruments of 
the proletarian class struggle to be utilized for immediate mass 
action. 

The last congress of the Socialist General Federation of 
Trade Unions held in Leipzig, June 22, 1922, was compelled to 
recognize the widespread feeling of dissatisfaction with the works 
councils among the workers. A resolution offered by more 
conservative trade-union leaders was accepted, requesting the 
executive committee of the federation to secure for the works 
councils larger rights of co-determination through inspection and 
control over all the affairs of the establishments. It is significant, 
though, that the same congress declined by a considerable 
majority, to accept a resolution brought in by the radical dele- 
gates, demanding the control of production by the works councils 
and the calling of a national works councils congress. 

The more radical members of works councils were dissatisfied 
with the attitude of this congress, and aided effectively by the 
Communist Party press, have since carried on untiring propa- 
ganda to urge the masses on to self-help to bring down the 
insufferably high cost of living. It cannot be denied that the 
propaganda of the communists is growing in influence because 
of the feeling that the Socialists and the trade unions are unable 
to cope effectively with the continued impoverishment of the 
working classes. Feeling that they had the workers behind them, 
the radicals proceeded against the express will of the (Socialist) 
trade unions, to call a National Works Councils Congress which 
was held in Berlin November 23-25, 1922. The attendance— 
the majority of the delegates belonged to the Communist Party— 
and the work of the congress showed plainly that the Communist 
Party was the leader of the movement, and would, no doubt, 
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like to use it as an entering wedge toward the ultimate establish- 
ment of Soviet rule in Germany. The Congress accepted a 
program which contained in detail immediate measures to be 
taken by the workers to (1) insure the means of existence to the 
working masses, (2) to make the capitalists bear the brunt of 
the financial and economic bankruptcy of Germany, and (3) 
to secure the annulment of the Versailles Peace Treaty and the 
reconstruction of Europe. Through the works councils, control 
committees were to be formed immediately in all sections of 
Germany to make a beginning in carrying out locally this program 
of self-help (chiefly control of prices of the necessaries of life); 
meanwhile the larger efforts of the radicals were to be directed 
toward securing a real workers’ government (Arbeiterregierung) 
which, supported by Workers’ Guards, the works councils, and 
control committees embracing the entire working population, 
would carry out the main features of the program.* 

The (Socialist) trade unions, which represent an organized 
force of more than ten million workers, utterly condemn the 
action of the small radical group among the works councils in 
calling an independent works council congress. They see in 
the congress nothing but a tool of Communist propaganda and 
an attempt to split the united ranks of organized labor. They 
do not believe that the radical group unaided by the Socialists 
and trade unions, can have any success in reducing the cost of 
living—indeed the Radicals themselves do not expect over much 
from their recent action as is frequently shown in their press.” 

There can be no doubt that the trade union and Socialist 
leaders will oppose any action of self-help on the part of the works 
councils such as the communists propose. The trade unions 
have demonstrated in times of greater turmoil than the present 
that they are able to lead the workers’ demands into safe channels. 
It will, perhaps, be easier now because the trade unions have 
grown in numbers, in power and in experience. In spite of the 


* Die Rote Fahne, Berlin, morning and evening edition, November 23-26, 1922. 


* See especially recent numbers of Die Rote Fahne, Berlin and Mtiteilungsblatt 
des Reichsausschuss der Deutschen Betriebsrate und der proletarischen Kontrollaus- 
schiisse, No. 3. 
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Communist agitation it is hardly likely that the works councils, 
which the trade union controls effectively in the main, will 
extend their wonted activities into the political sphere. Although 
prophesy is dangerous when it comes to mass-movements, one 
can nevertheless venture to predict that the works councils on 
the whole will remain organs of the trade unions within the 
establishment; and their political actions and policies in the 
near future are not likely to be dictated by the radical Com- 
munists, but rather by the more conservative Socialist leaders. 


EMIL FRANKEL 
BERLIN, GERMANY 





THE CONTRIBUTIONS OF THE SOCIAL SCIENCES 
TO THE SCHOOL CURRICULUM 


I. INTRODUCTION 


This statement of the distinctive contributions of history, 
economics, political science, sociology, and geography to a school 
curriculum organized around social objectives was prepared by the 
Joint Commission on the Presentation of Social Studies in the 
Schools. The composition of this Commission is indicated by the 
signatures below. 

In its earlier work the Commission sought to formulate state- 
ments of: (1) the purpose of the social studies in the schools, and 
(2) the distinctive contribution of each field of social study to that 
purpose. Later it came to believe that the fundamental issue was 
somewhat broader; that what was needed was a series of statements 
of the distinctive contributions of al/ the main fields of study (includ- 
ing, for example, the natural sciences and the languages) to a school 
curriculum organized around social objectives. The accompanying 
formulation has been drafted in terms of this broader outlook. 

The Joint Commission has tried to secure a consensus of expert 
opinion concerning the distinctive contributions of the studies which 
appear in this document. It made preliminary inquiries from 100 
historians, 100 political scientists, 100 geographers, 100 sociologists, 
and 100 economists. It then sent out to committees of 100, for 
further suggestions and criticisms, a tentative formulation of the 
distinctive contribution of each field. On the basis of the replies 
received, the representatives of each field worked out, in co- 
operation with the other members of the Joint Commission, a 
second tentative formulation. ‘This was sent to all members of the 
societies concerned and, after allowing time for replies, the Joint 
Commission again met and worked out the formulations set forth 
in this document. 

Three of the four meetings of the Joint Commission and the 
printing of this report were made possible by financial assistance 
from the Commonwealth Fund. 

737 
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Il. STATEMENT OF CONTRIBUTIONS 


If it be accepted that the school curriculum (indeed, the whole 
school life) should be organized around social objectives, it may be 
said that the purpose of that curriculum is to enable our youth to 
realize what it means to live in society, to appreciate how people 
have lived and do live together, and to understand the conditions 
essential to living together well; to the end that our youth may 
develop such abilities, inclinations, and ideals as may qualify them 
to take an intelligent and effective part in an evolving society. 


The Distinctive Contribution of History 

History deals with the whole past life of mankind and is as many 
sided as life itself. History inevitably appeals differently to differ- 
ent persons. Some profit chiefly by the stimulus to their imagina- 
tion; others broaden their horizon by a larger view of the world and 
its development; still others find their political understanding 
stimulated by more detailed study of the political and social prob- 
lems of the past. 

The distinctive contribution of history to a school curriculum 
organized around social objectives is the portrayal of human 
events and activities as they actually occurred; its guiding principles 
are continuity and development. Therefore these events and activi- 
ties are not regarded as isolated, unrelated, or of equal importance. 
Every condition or event is conceived to be related to something 
that went before and to something that comes after. Conditions 
and events are deemed important in so far as they serve to throw 
light upon some course of development. More briefly, then, a 
special and peculiar function of history is to trace development. 

History places, and helps to explain, successive stages in the 
development of mankind. In the light of history our most valued 
social possessions are seen to be deeply rooted in the past and the 
world is viewed as undergoing a continuous process of adjustment 
and change. Furthermore, the study of successive civilizations, 
with their differences and similarities, promotes a more sympathetic 
understanding among individuals, groups and peoples. 

History, by creating a sense of .perspective, gives an intelligent 
notion of those human activities, decisions, and achievements 
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which lie behind our present-day institution and problems. It 
makes intelligible the constant references to people and conditions 
of the past in literature, speeches, public discussions, and in the 
daily press. It affords training in the collecting and weighing of 
evidence. It furnishes a body of materials for the other studies 
for comparison and construction. 

History supplies the necessary background for an appreciation 
of much that is best in literature and art. It gives more interest 
to travel. It develops fair-mindedness by showing how loyal 
citizens have honestly differed on public questions. At the same 
time, it stimulates an intelligent patriotism by familiarizing young 
people with the history of their own country and its place in the 
world. 

History is to society what memory is to the individual. It is 
the record of the accumulated experience of the past and serves as 
the key to the storehouse of human experience for the guidance of 
man in dealing with the problems of the present. 


The Distinctive Contribution of Economics 


The distinctive contribution of economics to a school curriculum 
organized around social objectives is the understanding it gives of 
the processes by which men get a living. A very large part of 
human activity is devoted to the process of getting a living. One 
of the most significant things about our world is the fact that nature 
does not gratuitously supply all, or even many, of the commodities 
and services desired. In consequence, we “struggle” to get a 
living; we learn to “economize’’ (in the broadest sense of that term) 
in the selection and utilization of effective means of gaining desired 
ends. These activities are our economic activities. They are carried 
on largely in group life and, even when most individual, are affected 
by group life. Economics, then, promotes a realization of what it 
means to live together and an understanding of the conditions essen- 
tial to living together well, because it helps to explain the organiza- 
tion and functioning of an evolving society from the point of view 
of the social processes of making a living. 

Economics sets forth, for example, certain aspects of our special- 
ization, our interdependence, our associative effort, our tech- 
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nological struggle with nature, our pecuniary organization of the 
production and sharing of goods, our utilization of labor under the 
wage system, our market exchange, our international economic 
relations, our scheme of private property and competitive effort— 
all of which have become vital parts of our present social organiza- 
tion—and it shows how all of these function in enabling us to work 
and to live together. Concerning these economic processes certain 
generalizations or laws have been worked out and they are avail- 
able as standards or guides for individuals and for groups. 

Living together well in a democracy will be furthered if its people 
take an intelligent part in the guidance of the process. It is in 
this connection that it becomes peculiarly important that there 
should be a widespread knowledge of economic generalizations. 
Since a large part of our activities are economic activities, problems 
of competition, combinations of capital and of labor, distribution of 
income in relation to the common welfare, trade, transportation, 
and finance (to cite only a few) will always receive a large share of 
attention by every society which is concerned in restraining, regula- 
ting, and promoting economic activities that affect the social welfare. 
If democracy is to succeed, a large number of its members must 
learn to form intelligent judgments upon economic issues—to make 
those wise choices between alternative courses of action which are 
the real essence of “economy” broadly conceived. They can do 
this only provided they come to know the general plan or organiza- 
tion of our economic life, and to appreciate the existence and char- 
acter of economic law in both domestic and international relations. 


The Distinctive Contribution of Political Science 


Political science is the study of the state, a term which includes 
all forms of political organization. It deals with the life of men as 
organized under government and law. As its distinctive contri- 
bution to a school curriculum organized around social objectives, 
it gives an understanding of social control by means of law and of 
the promotion of general welfare by means of governmental action. 

Political science includes a study of the organization and the 
activities of states, and of the principles and ideals which underlie 
pe ‘tical organization and activities. It deals with the relations 
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among men which are controlled by the state, with the relations of 
men to the state itself, and with those aspects of international life 
that come under political control. It considers the problems of 
adjusting political authority to individual liberty, and of determin- 
ing the distribution of governing power among the agencies through 
which the state’s will is formed, expressed, and executed. 

The study of political science seeks to develop in individuals a 
sense of their rights and responsibilities as members of the state, and 
a realization of the significance of law. It aims to substitute 
accurate information and intelligent opinion for emotions and 
prejudices as a basis for forming judgments in politics and world- 
affairs. 

The Distinctive Contribution of Sociology 

The distinctive contribution of sociology to a school curriculum 
organized around social objectives is to show that, however much 
may be allowed for individual initiative and for natural environ- 
ment, human life has been conditioned more by its social setting 
than by any other cause. Understanding of the social setting 
results from study of society as a composite unity made up of many 
interrelated groups, and carrying on many interdependent activi- 
ties, all of which are conditioned by certain ever-present types of 
causation. The repetitious manifestations of these ever-present 
types of causation are more or less subject to statistical treatment, 
and make up those trends of social change, a full statement of which 
would be social laws. Sociology studies the various forms of causal 
relations between the activities of groups or of individuals that are 
always occurring in homes, schools, neighborhoods, crowds, publics, 
and wherever human beings meet, and that give rise to public 
opinion, customs, and institutions. 

Sociology also studies the problems of population, the effects on 
all types of social activity which result from small or large numbers, 
sparse or dense distribution, and from differences in the quality of 
the individuals who compose the population, both their inborn 
traits as determined by racial and family heredity, and the acquired 
traits which result from prevalent vices, diseases, occupation, and 
mode of life. This branch of sociology includes certain aspects of 
the problems of immigration, eugenics, and public health. 
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It studies the causes, prevention, and treatment of poverty 
and crime. 

lt makes a comparative study of different societies, including 
the most primitive, which reveals the social origins and the method 
of progress. This comparative study shows that nothing is too 
repugnant to us to have been customary somewhere and that we 
must be slow to think that anything is too ideal to be possible 
sometime, for customs and institutions are as variable as the states 
of mind and feeling which issue from social causation. 

The study of sociology tends to dissolve the prejudices and 
bigotries which are the chief obstacles to social co-operation by 
showing that such prejudices are mostly formed at an age when 
rational judgment on fundamental problems is impossible, and that 
in the overwhelming majority of instances those who differ from 
each other most radically would hold similar opinions and senti- 
ments if they had been molded by similar influences. 

Sociology throws a clear light upon the aims of education for it 
shows that distinctively human nature is second nature socially 
acquired and that if from birth one could be excluded from all 
social contacts he would remain a naked savage and a dumb brute. 
It illuminates the methods of education by its study of the effects 
of social contacts, and it supplies materials for moral instruction 
in the schools by its study of the relations between society and the 
individual and of the interdependence of groups. Such study pre- 
sents in its full light the fact that all social life is team-work. It 
tends to evoke the spirit of co-operation. It reveals grounds for 
ethical requirements and sources of ethical incentive. 


The Distinctive Contribution of Geography 


As its distinctive contribution to a school curriculum organized 
around social objectives, geography gives an understanding of 
earth conditions and natural resources as the material bases of 
social development by showing the relationships which exist between 
natural environment and the distribution, characteristics, and 
activities of man. 

This understanding of the relationships between man and his 
natural environment is acquired largely through comparative studies 
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of specific groups of people living in specific regions. Such studies 
show how variations in human activities reflect the adjustments 
which different peoples make to their respective environments. A 
knowledge of the geographic principles, or generalizations derived 
from these studies contributes, among other things, to an apprecia- 
tion of the wisdom of utilizing earth resources efficiently, and in 
many cases points the way toward a more harmonious adjustment 
of man to his environment. 

The realization that many of the differences in peoples result in 
part from differences in natural environment helps to promote a 
sympathetic understanding of peoples in that it affords a key to the 
explanation of attitudes likely otherwise to be misunderstood. 

The study of the peoples of varied regions in different parts of 
the world discloses, moreover, their interdependence and reveals 
the fact that the environment affecting each group of people has 
come, through improved means of transportation and communica- 
tion, to embrace practically the entire earth. The idea of earth 
unity derived from the realization of interdependence is essential 
to the understanding of world-affairs. 
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A TAX PARADOX 


One of the most vexing problems confronting the world at the 
present time is that of reparations. ) The world war left this stumbling- 
block in the path of peace and reconstruction, and now, five years 
after the roar of battle has ceased, the question still occupies the 
foremost position in international relationships, and practically chal- 
lenges solution. A conflict is still being staged on the world arena, 
with France, Belgium, and Germany as its principal actors and the 
rest of the nations as interested spectators. Its significance, in terms 
of international welfare and the future course of industrial develop- 
ment, is so far-reaching as to cause grave concern. 

Into the warp and woof of this entire question is interwoven the 
matter of taxation. The loser in battle has inflicted wanton damages 
in the territories that were temporarily occupied. Reaching the end 
of its tether, this nation is forced to subscribe to terms which aim at 
the restoration of such devastated areas. To accomplish this end, 
there must be a surplus of purchasing power over what it requires for 
its own existence. This surplus may come from increased contribu- 
tions from the income of citizens of the State in the shape of taxes, 
or through the transfer of capital in the form of loans and paper 
money. The more a nation taxes itself under the circumstances, the 
stronger is the inference that it is attempting to abide faithfully by 
its promises to make restitution, and the less impatient grows the 
creditor. The greater the reliance on loans and paper money, the 
more convincing grows the suspicion that evasion is being attempted, 
and the more disastrous are the consequences to financial and 
industrial fabric in the shape of general uncertainty, price chaos, 
destruction of the welfare of many classes, and impairment of govern- 
ment credit. 

It is, therefore, of vital interest to know whether the tax program 
of the vanquished nation has been expanded to meet the needs. What 
is the truth of the matter? Is it possible to arrive at a definite con- 
clusion from the facts and figures at hand? Each interested party has 
importuned the public on both sides of the ocean to accept his data 
as an accurate summary of existing facts, but on examination it is 
found that the contentions of the parties can in no manner be recon- 
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ciled. If one is correct in his conclusions, the other must be wrong. 
Into this welter of figures let us once more enter and present such 
conclusions as the data before us warrant. 

First, it must be remembered in dealing with fiscal data that 
monetary values are involved. Taxes are rarely collected in kind 
among civilized nations; taxes assume the form of cash, either in 
such currency as serves as legal tender for this purpose within the 
boundaries of the nation under review, or in specie. The American 
investigator must, however, convert the currency or specie tax 1eceipts 
of foreign governments into United States dollars; else he is comparing 
marks with francs, pounds, lire, etc., and he arrives nowhere. 

But the American dollar itself has no stable value; its purchasing 
power fluctuates. Shall we express foreign-currency results in terms 
of American dollars of current purchasing power? The dollar in this 
country, roughly, can buy only 65 per cent of what it could command 
in July, 1914. Shall we express them in terms of “July, 1914,” 
or “pre-war” dollars? The answer to this question must be similar 
to that given to the first. Why start with the pre-war dollar? What 
magic powers does this dollar possess? Did the pre-war dollar have a 
stable value? The index number of wholesale prices computed by 
the United States Bureau of Labor Statistics shows that the purchasing 
power of the American dollar had declined one-third from 1896 to 
1913. If we assume that in 1896 the American dollar possessed 100 
units of purchasing power, the dollar had a purchasing power of only 
77 units in 1904 and 65 units in 1912 and 1913. Declining purchasing 
power was not merely a manifestation of war-time inflation; it had 
been clearly discernible in the two decades preceding the outbreak 
of the world war. Hence, it is inaccurate to refer to 1914 prices as 
expressing gold values. , 

Reduction of taxes collected by various governments in their 
native currencies into dollars of pre-war purchasing power can, 
therefore, be attempted only with the understanding that prices in 
1913 Or 1914 do not represent gold values. These years were at the 
trough of the downward movement ot prices extending for two 
decades previous, and there was maladjustment in the price of many 
commodities within any given country and as between nations. 
While the pre-war year may represent a period furnishing an approxi- 
mation to stable gold valuations in any one case, it does not necessarily 
follow that this situation obtains in every instance, and in actual fact 
it was generally not so. 











746 L. R. GOTTLIEB 


How shall we attempt to translate foreign currencies into the 
accepted measuring medium, i.e., United States dollars of pre-war 
purchasing power?? The usual method is to divide the currency 
figures by an index number of prices, in order to remove the war and 
post-war inflation, and then to multiply the results by the equivalent 
pre-war mint parity of exchange. For example, if France collects 
1,000,000,000 francs in taxes, and if it is determined that prices 
have risen to four times their 1914 level, we divide 1,000,000,000 francs 
by four to arrive at the equivalent number of supposedly gold francs, 
and then multiply the result (250,000,000) by $.193, which is the Ameri- 
can equivalent, at pre-war mint parity, of the French franc. Thus, 
it is determined that France collected in taxes about $48,000,c00— 
in American dollars having the purchasing power of pre-war days. 
How is the current purchasing power to be measured in terms of 
that prevailing before the war? There are three sets of index numbers 
computed for the most advanced nations of today; viz., retail prices 
of food, wholesale prices, and cost of living as determined for the 
representative family. The first is so manifestly unsatisfactory for 
the purposes in hand that little space need be here devoted to an 
enumeration of the reasons for its rejection. Food is only one item 
in an individual’s daily expenditures; it is not representative of the 
price level in general, especially in recent years when the depression 
in agriculture carried food far below that of any other group of com- 
modities. Furthermore, it plays no réle in the finances of corporate 
enterprises as economic entities, although the relationship may be 
an indirect one through its influence on the cost of labor. 
Wholesale prices, on the other hand, constitute a far more desirable 
measure of the movement of gold values. The government buys the 
material it consumes at wholesale prices; hence, taxes calculated on 
this basis afford an indication of the purchasing power which the 
government has at its command, at wholesale. There are, however, 
* Conversion of foreign currencies at prevailing or average rates of exchange 
is not here discussed as it is usually admitted that this method possesses many 
flaws. The objections are particularly strong when the method is applied to a 
country on an inconvertible currency basis. Exchange usualiy falls more rapidly 
than internal purchasing power. In the past few months the world witnessed a 
virtual stabilization of the mark in foreign markets through the heroic efforts of the 
Reichsbank; yet price movements in Germany were continually on the upgrade. 
External values of foreign currencies tend to conform to intrinsic internal purchasing 
power, but in the case of a country like Germany there are so many interferences 
with the smooth working of this law that to all intents and purposes it does not 
operate effectively. 
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a few fundamental defects in this method. First, the government is 
not only a purchaser of materials but also of services. It engages a 
large personnel, but its costs are not reflected in wholesale prices. 
Then, too, the general wholesale price index covers a wide variety 
of articles which the government never buys. The ideal index with 
which to determine the government’s purchasing power would be to 
select only those articles that it actually buys and weigh them accord- 
ing to consumption. This would be, however, a laborious task, and 
there is no assurance that such a study would produce convincing 
results without greater knowledge of facts than official records make 
available. 

More satisfactory, however, is the cost-of-living index, from the 
standpoint of burden. Taxes represent purchasing power transferred 
from the individual to the government. They represent a sacrifice— 
a deduction from the surplus available to the individual after all his 
most pressing needs have been met. The cost-of-living index is 
supposed to indicate the purchasing power of the taxpayer; it covers 
all the items that enter into the budget of the representative family, 
on the basis of the average standard of Jiving to which the majority 
of the population is accustomed. ‘Taxes reduced to a common mone- 
tary medium on the basis of the cost-of-living index would therefore 
represent the subjective value of the sacrifice made (not allowing for 
variations in income) by the tax-payer in contributing his purchasing 
power to the government. 

The cost-of-living index is, however, also open to serious objec- 
tioris as a means of measuring the tax burden. The technique of 
computation differs from country to country. This renders the 
results incomparable. Not only does the typical family differ in 
size, but even the periods for which the standard of living forms the 
basis do not always coincide. In most countries, the items are 
weighted according to their importance in budgets on the basis of 
pre-war living standards. In some countries, however, post-war 
standards, embodying radical changes growing out of the social 
upheaval created by the war, have been adopted. In some cases 
allowance is not made for all the items that enter into the family 
budget: clothing, rents, sundries, etc., are omitted in isolated 
instances. Aside from the technical shortcomings of the cost-of-living 
indexes there is the outstanding fact that they do not cover the 
expenditures of unmarried individuals, and that their application is 
restricted to city dwellers only. The cost of living of a single man 
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does not necessarily vary with that of married individuals. The 
agricultural community is differently affected by retail-price move- 
ments. The larger the proportion of inhabitants living in rural dis- 
tricts, the less representative is the cost-of-living index as a measuring 
rod of sacrifice entailed by taxation. Particularly in countries where 
inflation has run amuck, the farmer has been receiving world prices 
for his commodities and has been able to pay off his obligations with 
depreciated currency, thus enriching himself at the expense of other 
classes. 

With these reservations in mind, let us now examine the available 
data with respect to comparative taxation. 

It will be found (see the table) that the central government of 
Germany collected in taxes 45,782 million paper marks in the fiscal 
year 1920-21 (ending March 31), 86,567 million paper marks in 1921- 
22, and 1,288,251 million paper marks in 1922-23. This huge increase 
in mark receipts did not of course mean a corresponding enhancement 
of fiscal effort or sacrifice on the part of the German people. Inflation 
was present. If the cost-of-living index method is used, and is applied 
monthly to the data as currently released, it is found that in 1920-21 
taxes totaled 4,569 million pre-war (i.e., commonly termed “gold”’) 
marks, 5,835 million pre-war marks in 1921-22, and only 3,434 million 
pre-war marks in 1922-23. If the wholesale price index method is 
employed, the results vary considerably from those obtained above. 
Total taxes amounted to 3,252 million pre-war marks in 1920-21, 
3,611 million pre-war marks in 1921-22, and only 1,699 million pre- 
war marks in 1922-23. Either method would seem to indicate an 
increased tax burden in 1921-22 but substantial declines, 41 per cent 
and 53 per cent respectively, are registered in the latest fiscal year as 
compared with the fiscal period immediately preceding. 

On a per capita basis, the figures for 1920-21 were 75.2 pre-war 
marks on the basis of the cost-of-living index, and 53.5 pre-war marks 
on the basis of the wholesale-price index; in the following year 94.9 
and 58.7 pre-war marks, respectively; and in the latest fiscal year, 
55.3 and 27.4 pre-war marks, respectively. The disparity in the 
results obtained by the two methods are, in their temporal order, 
41 per cent, 62 per cent, and 102 per cent. 

Let us inquire into the matter a little further. In the fiscal 
year 1912-13, the national government of Germany raised 1,662 
million (pre-war) marks in taxes; in 1913-14, the amount was 1,695 
million (pre-war) marks. This meant a per capita burden of 25 pre- 

















RECEIPTS FROM TAXES—GERMANY 


A TAX PARADOX 


TABLE I 



































x + 
nue B Fn G y sed 
(millions of |Cost of Living (uilions of Wholesale (millions of 
Paper Marks | Index (0) , | Gold Marks) | Eee 'nde™, | Gold Marks) 
1920 
JAMUATY.... 0. ccecces 921 6.5 142 12 17 
Se errr 915 7.0 131 17 54 
Bs cc cocoate ae 1,190 8.2 145 17 7° 
Bic cer ciecawasa 738 9.2 80 15 49 
RR ered 1,131 9.8 IIs 15 75 
| ROTC eee 1,802 9-5 190 14 129 
| | Re re ree 2,407 9.4 256 14 172 
pO OPCS EET ET 2,180 8.9 245 14 156 
September........ 0.50. 2,441 8.8 277 15 163 
ka caenen tes 3,212 9.5 338 15 214 
November........... 4,434 10.0 443 15 296 
MI x casicasans 7,150 10.5 680 14 511 
1921 
|. SES rrr 6,723 10.7 628 14 480 
STE CO Tee 6,719 10.3 652 14 480 
ER: 6,846 10.3 665 13 527 
SEPP R rrr, 5,320 10.2 522 13 410 
Ee ee 6,108 10.1 605 13 47° 
MRL scsi aciunatgcSuteas 5,785 10.5 551 14 413 
MS Gicd aacpineighetarhiniis 5,506 12.2 497 I 398 
August. 5,145 II.9 432 19 271 
September 4,908 12.1 406 21 234 
og, 6,185 13.1 472 25 247 
ree 7,044 15.9 443 34 207 
DOMINO... .... 00s 8,016 17.5 458 35 229 
1922 
ee 8,802 18.3 481 37 238 
Rae 9,614 22.1 435 41 234 
MDs occsessenecss 14,065 26.4 533 54 260 
ARR Ae AE 13,193 34.4 384 64 206 
MN 56.5.4 3 ok mann wae 17,619 38.0 464 65 271 
CTE ae 17,776 41.5 428 7° 254 
rete ne 21,547 53-9 400 IOI 213 
ERENT 31,406 7.9 405 192 164 
September 31,692 133.2 238 287 IIo 
ss amany RETO 50,175 220.7 227 566 89 
November........... 103,658 446.1 232 1,151 go 
ere 132,615 685.1 194 1,475 go 
1923 
ee 281,924 | 1120.3 252 2,785 10% 
February... . 337,722 | 2643 123 5,585 60 
EOS 248,864 | 2854 87 4,888 51 
* Figures from official publication, Wirtschaft und Statistik, particularly 3 Jahrg. Nos. 3 and 4 ff. 


* Federal Statistical Bureau. 


Index excludes clothing prior to April, 1922. 


Figure for January, 


1920, interpolated by Frankfurter Zeitung, cf. Die Wirtschaftskurve, Heft 1, January, 1923, P. 35- 


+ Federal Statistical Bureau. 
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war marks for these years, compared with 27.4 pre-war marks in 
1922-23, according to the wholesale-price index method. If we make 
allowance for the fact that the recent figures include receipts in which 
the individual states and local governments share, a circumstance 
which did not obtain in pre-war years, one would be forced to the 
conclusion that per capita taxes paid to the central government are 
below those collected before the war. Can this deduction be valid ? 
What is deficient in our material and method ? 

Our anxiety to soive this riddle is further intensified by the fact 
that taxes collected by the national government of France in 1922 
amounted to 17,631 million paper francs,’ or 5,399 million pre-war 
francs on the basis of the index number of wholesale prices. This 
represents a per capita burden of $27.21 in’ American dollars of pre- 
war purchasing power compared with only $6.52 for Germany on the 
basis of wholesale prices and $13.26 on the basis of cost of living. Is 
this comparison valid ? 

We ultimately reach a paradox unequaled in recent financial 
history. The figures show that Germany’s per capita burden of 
taxation is less than in pre-war days, yet a large body of circumstantial 
evidence of a general nature can be mustered which does not seem to 
bear out this conclusion. The taxpayers in Germany today are called 
upon to support in large measure the staffs employed in the public 
services. Before the war these enterprises were very profitable; 
today the red figures which the accounts of their operation show are 
nothing less than prodigious. While Germany no longer supports a 
national army and navy, these expenditures are more than offset by 
the requirements of the reparation schedule and by indemnification 
of its own citizens for losses sustained during the war.? According to 
figures of the Reparation Commission, Germany has made payments 
in cash and kind of approximately 7,900 million gold marks up to 
April, 1923. Furthermore, the central government’s burden has been 
considerably enhanced by virtue of the sorry state of the finances of 
state and local governments, by unemployment doles, by extensive 
socia] measures of a costly nature, by internal improvements necessi- 
tated by years of neglect as a result of the national exigency, and by 
countless other considerations. 


* Figures given in the Journal Officiel de la Republique Frangaise. Cf. also 
L’ Economiste Européen, January 26, 1922, Pp. 545. 

2 Of the 6,300 billion increase in the floating debt in 1922-23, about 2,600 
billions were due to losses on railways and posts, 2,000 billions to peace treaty costs, 
and 1,600 to general administration deficits. 
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That the average man’s taxes in Germany has increased consider- 
ably since the beginning of the war cannot be a matter of doubt even 
to the skeptic. A glance at the multiplicity of new taxes and the 
enhanced rates of the old taxes can leave no doubt that the burden on 
the average taxpayer is far heavier now than it was before the war. 
The federal income tax reaches all incomes, the initial exemption being 
less than 3 cents at 12,000,000 marks to the dollar. Taxes on con- 
sumption—coal, turnover, imported articles, transactions, etc.,— 
are relatively high, and there can be no hesitancy in declaring that 
they strike the average worker with severity. 

What is the principal source of error? How can this apparent 
paradox be explained ? 

Let us ascertain first how the German government managed to 
meet its obligations during the past three years. In view of the fact 
that its revenues from taxation and public undertakings did not 
suffice to cover its expenditures, it was forced to borrow. Since its 
credit was greatly impaired at home, and since it could find no creditor 
abroad willing to assume the risk of lending funds to a government 
exhausted by war and weighted down by a reparation debt of unknown 
proportions, it had to utilize the existing banking machinery. The 
bulk of its treasury bills was discounted at the Reichsbank, for which 
it received currency in return; a large amount was foisted on the pri- 
vate banks, to whom sufficiently attractive terms were made for this 
grant of favor. In 1920-21 the floating debt increased 74,860 million 
marks; in 1921-22, the increase was 86,906 millions; and in 1922-23, 
the huge total of 6,329,207 millions was added.* 

The currency that was issued on the basis of discounted treasury 
bills, comprising virtually all the marks in circulation at the present 
time, represented purchasing power in the hands of the government. 
Obviously, the increase in circulating media did not enhance the 
totality of purchasing power; the country was not enriched by cur- 
rency issues. Wealth, capital, and income were not increased thereby, 
although their value, in terms of marks, experienced kaleidoscopic 
gyrations. From whom was this purchasing power taken and thence 
transferred to the government? At first, both natives and foreigners 
were the victims. Huge blocks of marks were sold abroad in the 
early stages of post-war inflation and thus foreigners met a large part of 
Germany’s requirements on account of reparations. At one time, 
foreign holdings of German currency had been estimated at 20 per cent 

* Frankfurter Zeitung’s Die Wirtschaftskurve, April, 1922, p. 65; November, 
1922, p. 66; London Economist, April 21, 1923, p. 843; and May 12, 1923, p. 996. 
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of the circulation, but as these countries became saturated with 
German money, and hope of financial recovery began rapidly to wane, 
absorption of new currency issues was limited within the confines of 
Germany. Today the bulk of the total outstanding circulation is in 
native hands. 

The effect of the fresh currency issues has been similar to that of 
taxation, with one outstanding difference. Taxes are usually paid 
out of income. In isolated cases it may be necessary to liquidate 
one’s capital, as sometimes happens with death duties, but, even in 
such instances, payment may be considered to have been met out of 
the income of the heirs. A tax whose payment compels the sale of 
capital assets is normally considered confiscatory, and a country could 
not long tolerate a system that destroys the source of its economic 
development. Paper money, issued directly by governments or indi- 
rectly through banking intermediaries, causes changes, however, in 
capital values. It is a form of compulsory contribution levied on 
classes possessing wealth in any form. Inflation is a deadly germ 
that eats into the very vitals of capital and slowly causes disintegra- 
tion and collapse. Paper money is a tax resulting out of the constant 
re-writing of values and is paid out of capital. It is a capital levy. 

The creditor classes owning bonds, mortgages, notes, etc., have 
been defrauded of practically their entire holdings. The landlord’s 
interests have been completely sacrificed to those of the industrial 
system. Through the operation of the rent-maximization laws, his 
investment is sterile. To be sure, the buildings still stand in the same 
spot, but they have been in a state of disrepair for many years, owing 
to the plight of the owners. Even in the event that the housing 
regulations cease and an era of normal rents is ushered in, the land- 
lord will have suffered a capital loss of a permanent nature, for which 
there is no compensation. Inflation has occasioned untold hardships 
to government employees, to teachers, professors, clergymen, and other 
groups forming the backbone of cultural life in old Germany. Even 
the factory worker, who is paid on a sliding scale, has not on the whole 
been able to come into his own because living costs always keep ahead 
of wages. This is reflected very clearly in his reduced consumption 
of meat and other foods, in the smaller number of comforts he now 
enjoys, and in the impairment of his general standard of living. 

All these classes have been paying imposts which are not reflected 
in the tax collections, but are nevertheless as real and actual as life 
itself. Inflation exacts as real a contribution from the wage-earner, 
salaried employee, landlord, and creditor, as the tax on coal, on turn- 
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overs, etc., paid directly to the government collector. These figures 
find no reflection in the tax accounts. It is a tax that does not 
announce itself; it creeps in stealthily and performs its nefarious work 
without the flickez of an eyelid or the twitching of a muscle. 

France, too, is borrowing on a large scale, but her loans come out 
of the accumulated savings of the nation and do not essentially 
represent bank credit. Her popular loans find but little lodgment in 
the portfolio of banks. The proceeds are used for reconstruction and 
development. Early post-war inflation has been arrested and prices 
have declined considerably from their 1920 levels. Germany, on the 
other hand, is borrowing for unproductive purposes, from the national- 
istic standpoint, and her loans have caused a continual flood of fresh, 
inconvertible currency. 

The average German is now far more heavily taxed than before 
the war, and his fiscal effort in all probability compares at least 
favorably with surrounding countries. When cognizance is taken of 
the intangible and imponderable burdens caused by inflation, there 
can be no denial that the burden resting on the average citizen in 
Germany is as excessive as any nation can tolerate and yet not dry 
up the fountain from which the nation derives its life-nourishing 
sustenance. All circumstantial evidence points to this conclusion, 
which is further strengthened by a study of comparative systems of 
taxation and the rates of the various imposts. The problem of stating 
this in statistical form, however, defies solution. 

Whether the large industrialist in Germany is escaping a part of 
his due burden of taxation is a question that cannot readily be deter- 
mined. Here, too, hearsay and circumstantial evidence play an 
important réle in shaping opinion. It is maintained that taxation 
is evaded by excessive depreciation and other reserve charges; by 
protracted and annual tax payments which automatically, as a result 
of continual inflation, reduce the burden to a fraction of the original 
purchasing power equivalent; by failure to credit’ internal accounts 
with foreign currency receipts which are used to augment balances 
abroad; by clandestine exports of capital; and by her means and 
devices. How far the German government is helpless to correct this 
situation, in so far as it obtains, is not known. It is a matter that 
has engaged the attention of the Guarantees Committee and it is to 
be presumed that the German government has put into operation 
regulations designed to contravene this tendency. There probably is 
some truth in the oft-made assertions concerning evasion of tax 
responsibility. But the fact is thereby not gainsaid that Germany as 
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a nation is one of the most heavily taxed in the world today, taking 
cognizance of the visible and invisible contributions made toward the 
support of government and of the reduced national productivity and 
income. 

Furthermore, it should not be overlooked that before the war 
local government* taxes per capita were higher in Germany then in 
any other leading country save the United States, despite the profitable 
public enterprises that German states and municipalities operated. In 
the fiscal year 1913-14, local government authorities collected $13.35 
per capita in Germany, as compared with $9.77 per capita in the 
United Kingdom, $5.12 for France, $4.04 for Italy, and $1.92 for 
Japan.? It is not to be supposed that the needs of these public authori- 
ties have declined after the war; on the contrary, there are sufficient 
indications that their requirements are relatively larger because of the 
losses from public utilities and undertakings, extensive municipal 
aid to war sufferers and to those left destitute, etc. These additional 
facts must be taken into consideration in any attempt to make inter- 
national comparisons, and on their basis to render judgment in a case 
that involves the welfare and destiny of a nation of over 62,000,000 
souls. 

If the above discussion serves any useful purpose, it should impress 
the reader with the fact that international comparisons involving a 
country on an inconvertible currency basis and expressed in terms of 
a common monetary unit are more or less futile and misleading. All 
that the investigator can attempt to do is to treat each country by 
itself, as a unit, and then proceed to measure the burden on the 
average man in relation to his income. Confronted with a paucity 
of exact data and a multi.:icity of technical complications, he will 
find his results at best the roughtest approximations. He will in all 
probability be unable to present hard and fast deductions, and will 
have to content himself with general statements, carefully phrased 
and accurately formulated. He certainly will be in no position to 
broadcast his conclusions as representing the last word on the subject, 
nor can he feel sufficiently certain of his results to recommend political 


action of an exacting character. 
L. R, GorrLies 
ScHooL oF COMMERCE, ACCOUNTS AND FINANCE 
New York UNIVERSITY 


t The term “local governments” is here used as referring to all taxing authorities 
other than the federal government. 
2See article by present writer in Quarterly Journal of Economics, February, 


1923, Pp. 375 fi. 

















BOOK REVIEWS AND NOTICES 

History of Trade Unionism in the United States. By SE Ic 
PERLMAN. New York: Macmillan Company, 1922. Pp. 
viiit+313. 

The volume under review is another product of the study of the 
industrial history of the United States as has been carried on at the 
University of Wisconsin for more than a decade under the direction 
and inspiration of Professor Commons. In outline and in general 
method of treatment the present volume follows the previous volumes 
that have appeared as the result of this study. In fact, Professor 
Perlman tells us that the first seven chapters of his book are based on 
the two-volume History of Labour in the United States put out by 
Commons and Associates in 1918, which in turn was based on the 
ten-volume Documentary History of the American Industrial Society, 
edited by Professor Commons, and published in 1910. It should be 
stated that Professor Perlman assisted in the preparation of these 
earlier works and had accepted the fundamental philosophy which was 
advanced in them as an explanation of the rise of unionism. 

He divides his book into three parts. Part I, entitled “The Struggle 
for Survival,” reviews the history of unionism from its first appearance 
down to 1897, the date at which the previous works leave union history. 
In this portion of his book Professor Perlman has done little more than 
condense and organize the information that had been previously 
published. Those familiar with the illuminating interpretations that 
appeared in the Documentary History from the pen of Professor 
Commons will find Professor Perlman’s treatment disappointing. 
While it has the merit of bringing the historical information within 
the compass of 160 pages, it lacks skilful interpretations. It is by 
no means as successful in tying the historical facts to a thread of 
interpretation, as was done in the Documentary History, and for this 
reason the present work is less satisfactory as an aid to the student of 
union history. The student unfamiliar with the earlier works will 
get much less assistance from this book in weaving the facts presented 
in it to an evolving, historical picture. 

The second part, entitled “The Larger Career of Unionism,” 
consists of 100 pages, bringing the history of unionism from 1898 down 
to 1921. This section of the book covers new ground. The author 
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tells us that he has used primarily the same sort of materials in the 
preparation of this portion of his book as were used in the previously 
mentioned studies. Here again the merit of the treatment lies in the 
fact that a body of information bearing on union history during the 
last twenty-five years has been put into a conveniently usable shape. 
There is the same lack of skilful interpretation and presentation here 
as was noted in Part I. The treatment is frequently sketchy, and at 
times it is difficult to find the thread that holds the facts together. 
Those familiar with union history and union methods can read 
between the lines, and, in some cases, between paragraphs, and gain 
the drift of the story. But for the ordinary college student, and, for 
that matter, the general reader, the text will need to be supplemented 
by a good deal of additional reading and exposition. 

Part III, entitled ‘Conclusions and Inferences,” consists of forty 
pages. This is the least satisfactory portion of the book. The space 
devoted to the various topics treated is entirely too limited. Some 
of the interpretative suggestions would, in the opinion of the reviewer, 
have found a more effective setting if they had been woven into the 
historical narrative. Other portions are very questionable, and in 
some instances Professor Perlman has certainly furnished meager 
evidence to support his contentions. For instance, the treatment of 
the intellectual in relation to political activity of American unionism 
is particularly unsatisfactory. In the last chapter on “The Dictator- 
ship of the Proletariat and Trade Unionism” a very good thought is 
obscured by the method of treatment. Over half the chapter must 
be read before one finds a reason for bringing the Russian Soviet 
experience into a treatment of union history of the United States. 
Then the part which private property has played in the history of 
the two countries becomes evident as the basis of contrast, and the 
conclusion that Bolshevism has little chance of success in the United 
States becomes apparent. 

While Professor Perlman’s book will be helpful as an aid to the 
study of unionism in this country, it falls far short of a satisfactory 
treatment of the subject. It lacks the comprehensiveness of the 
Webbs’ History of Trade Unionism, or their Industrial Democracy, 
and does not show the keenness of perception that is present in certain 
portions of Hoxie’: Trade Unionism, nor does it show the art of 
skilful interpretation and generalization which is so characteristic of 


his own teacher, Professor Commons, 
F. S. DEIBLER 


NORTHWESTERN UNIVERSITY 
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Public Relief and Sickness. By GERALD MorGaAN. New York: 
The Macmillan Company, 1922. Pp. 195. 


This little book is written in advocacy of (1) a compulsory system 
under which losses of wages caused by sickness would be compensated 
by contributions made by employers and workers and (2) an optional, 
state-subsidized system of local public health centers which would 
make organized provision of hospital, dispensary, laboratory, and 
nursing facilities, with the addition of visitive consultants. The key 
is found in the belief that cash benefits and medical relief should be 
separated. The case for cash benefits rests upon the need of income 
to prevent strain, poverty, and degradation, and the inability of insur- 
ance companies, fraternal organizations, trade unions and other 
voluntary institutions to meet the need adequately and economically. 
The case for the public health center is found in the present inadequate 
and uneconomical provision for medical care of all members of the 
community, but because of the attitude of the doctors and the effect 
of compulsory health insurance upon the practice of medicine, the 
author would have the organized provisicn made along the lines 
provided for in a measure given more or less consideration by the 
legislature of the state of New York. Funeral and maternity benefits 
find no place in the proposed plan. The statement of the problem 
(chaps. i-iii) and the review of subsidized health insurance in Denmark 
(chap. iv) and of compulsory health insurance in Germany (chap. v) 
and Great Britain (chap. vi) are made as a basis for the particular 
scheme proposed. On the whole the analysis and criticisms of the 
experience of these countries are well taken, but much that might be 
said has been omitted because it is not needed for the purpose in hand. 

The value of the book lies in the suggestion and argument that 
cash payments and medical relief should be absolutely divorced. 
With this many will agree, but it is unlikely that the plan proposed 
will meet with favor at the hands of the interested individualistic 
medical practitioners, owners and employes, of or the controlling 


group in the American Federation of Labor. 
H. A. MILs 


UNIVERSITY OF CHICAGO 





Mental Causes of Accidents. By Boyp FisHer. New York: 
Houghton, Mifflin Company, 1922. Pp. xii+315. 
In the industrial safety movement three distinct phases have 
heretofore been noticeable. The first, which was never taken seriously 
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by industry itself, consisted of factory inspection by the state, with 
emphasis on the guarding of obvious machine hazards such as belts 
and gears. This—in so far as it was honest and not too political— 
was all right as far as it went, but it did not go very far toward prevent- 
ing the great majority of industrial accidents. The second phase 
began about a dozen years ago when progressive industrial concerns 
came to realize that accidents were wasteful, “bad business,” and that 
50 to go per cent of them could be prevented by “education,” consist- 
ing of continuous safety propaganda among the working force. The 
third phase represents a partial swinging back of the pendulum, away 
from the idea of “carelessness” as the principal accident cause and 
“education”’ as the panacea; it now recognized that a large number 
of accidents, especially of those causing death or permanent dis- 
ability, are preventable by engineering improvements in the equipment 
or the methods of operation and that such improvements generally 
bring increased efficiency as well as safety. 

Mr. Fisher in his truly pioneer work raises the curtain on a fourth 
act and shows us that just as belt and gear guarding in the old days 
was an inadequate conception of the engineering possibilities in acci- 
dent prevention, so “carelessness” is an adequate conception of the 
various and complicated personal or psychological factors, and 
“education” in the mass is an insufficient remedy. The book is 
excellently written. The descriptions of concrete industrial situations 
are vivid and sympathetic. The pen pictures of what would be 
seen if one could look into the minds of half a dozen typical workers 
can hardly be equaled; these in themselves almost tell the author’s 
story. 

A few of the most valuable portions of the book may be mentioned. 
The chapter on “The Puzzled Mind” contains an excellent statement 
of the need for painstaking instruction of workers, with valuable 
hints on method. ‘The Misguided Mind” points the way toward a 
much-needed development of industrial medical work and physical 
examination. “The Stubborn Mind” is good on the workers’ preju- 
dices and how to meet them; “The Involuntary Mind” is good on 
training of workers; “The Diverted Mind” is good on methods of 
holding the worker’s interest in his job and in the avoidance of acci- 
dents. ‘The Troubled Mind” shows fine insight into the hopes, 
fears, aspirations, and troubles of those very human individuals 
whom we so easily group as “the worker.” “The Tired Mind” 
is an interesting and novel analysis of fatigue—novel because the 
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a: thor uses a definition of fatigue which most physicians and industrial 
engineers probably will not accept; but regardless of definitions, the 
concrete suggestions are excellent. All these subjects have been dis- 
cussed before. Mr. Fisher, however, hot only discusses them clearly 
and helpfully but he also correlates them as elements of an industrial 
psychology and psychiatry. The book will stimulate and inform 
both the industrialist who sees something more than machines in his 
men, and the student of economics or psychology who wants to know 
something about industry in the concrete. As Mr. Fisher points out, 
accident prevention is important not only for its immediate saving 
of human life and limb but equally, or perhaps even more, as an 
example of practicable successful co-operation between employer and 
employee, thus pointing the way to similar co-operation in other 
fields of common interest. 

A trail-blazing book like this cannot be expected to be flawless 
or complete and the following comments are supplementary rather 
than critical. Most safety engineers today do not believe, as Mr. 
Fisher indicates, that 70 per cent of accidents are the “fault” of the 
worker. Mass or bulk “education”’ in safety has by no means been 
carried as far as it profitably can be, in industry as a whole. The 
safety program of the future should unquestionably combine intelligent 
mass education, skilful engineering improvement, and study of indi- 
vidual mental hazards and remedies. 


S. J. WILLIAMS 
Tue NATIONAL SAFETY COUNCIL 


The English Prison System. By Str EVELYN RUGGLES-BRISE, 
K.C.B. London: Macmillan, 1921. Pp. xx+275. 


This volume appeared in 1921. It was, however, written six 
years earlier,’ in anticipation of a meeting of the International Prison 
Congress, which was to have taken place in London in 1915 with the 
author as presiding officer. It was prepared, as the author states, 
“in order that the history and leading features of the English Prison 
System might be understood by our foreign visitors, and especially 
its more notable developments of recent years, since England joined 
the Congress in 1895,” and was therefore written by an expert for 
the visiting officials from other countries. 

In reading this careful and really able statement, it is well to 
have in mind the fact that the writer had been for twenty years the 


* The statistics are of course brought up to date. 





760 BOOK REVIEWS AND NOTICES 


head of the system he describes and that before his régime the adminis- 
tration had been influenced by the dominating personality of Sir 
Edmund F. Du Cane, who after serving as leading director of convict 
prisons, inspector general of military prisons, and surveyor-general 
of prisons became, in 1878, and remained for seventeen years, chairman 
of commissioners and of directors of prisons and so the head of the 
newly unified system of local and central (convict) prisons." 

The discussion is divided into seventeen chapters, which may be 
grouped as follows: (1) Introductory, the “Meaning of Prison 
Reform”; (2) two chapters describing the organization of the “Convict 
Prisons,” in which felonies are punished by penal servitude; (3) the 
new device of “‘Preventive Detention” for “professional criminals,” 
authorized by the act of 1908; (4) the organization of the local prisons 
in which imprisonment with or without “hard labour” is suffered; 
(5) the “other reforms” introduced since 1894, when there was a 
great inquiry, out of which came the act of 1898, the invention of 
part-payment and instalment-payment of fines, of probation, of 
special institutions (Borstal) for the juvenile-adult, and special courts 
for children. A chapter is devoted to the subject of “Labour in 
English Prisons,” to “Vagrancy and Inebriety,” to the “Medical 
Service,” to “Female Offenders,” to the “Educative, Moral and 
Religious Influences in Prisons,” to “Aid to Discharged Persons,” 
to a “ Criminological Inquiry in English Prisons,” and to the movement 
of crime since 1872 and during the Great War. 

The story is an absorbing account of the development from a 
chaos of local prisons under as many local authorities and convict 
prisons under different authorities but reporting to a central office 
to a single closely co-ordinated system autocratically governed during 
a period of over forty years by two powerful personalities, both 
well-meaning, both dealing in terms of “prevention,” “deterrence,” 
“reform,” etc., but neither, of course, great enough, as indeed no 
man can be great enough, to exercise such power over the bodies 
and souls of other men. 

If the Congress of 1915 had met and this book had been published 
when planned, it would have been regarded as a comprehensive as 
well as an authoritative statement, although the writer seems wholly 
unconscious of such outcries as had then been already uttered by the 
“Suffragettes.” And indeed at the date of its publication, the author 


«See Stephen Hobhouse and A. Fenner Brockway, English Prisons Today, 
p. 60. See also Du Cane, The Punishment and Prevention of Crime. 
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seems wholly unconscious of the great body of feeling aroused by the 
evidence of the conscientious objectors, though he was of course 
aware of the inquiry that was under way with which he had refused 
to allow his subordinates to co-operate. Coming as it did in 1921 
it met with a harsher fate. For its publication was followed almost 
immediately by the two great studies put out by the Prison System 
Enquiry Committee established in January, 1919, by the Executive 
of the Labour Research Department, namely, English Prisons under 
Local Government by Sydney and Beatrice Webb, with an introduction 
by G. Bernard Shaw, and English Prisons Today, edited by Stephen 
Hobhouse and A. Fenner Brockway, one of whom had suffered a 
term of a year’s imprisonment, the other twenty-eight months, as 
conscientious objectors. The authors of this latter volume, who 
speak of Sir Evelyn Ruggles-Brise’s volume as “An apologia”’ of his 
own régime, call attention to the numerous misrepresentations, half- 
truths, and misleading statements,’ which they specifically refute. 
The chapter on the changes since 1894 is, however, a very inspiring 
chapter. It deals with a great inquiry resulting in the determination 
that centralization being accomplished and the elimination of certain 
evils having been brought about, the principle of uniformity of treat- 
ment was to be abandoned and that of individualization of the offender 
to be substituted. Since then, the writer complaisantly states, 
“reform and reorganization of the Prison System has been proceeding 
in every Department.’”? It is with this satisfaction that the author 
looks back over his administration which has seen the children, 
juvenile-adults,3 and professional criminals recognized as special 
groups, and probation, preventive detention, and the use of women 
in the care of women introduced. Who would not be complaisant 
after such a review? From the position of head of the system, the 
outlook is cheerful. It is from the point of view of the prisoner in 
the cell, or of the scientist accustomed to observing phenomena and 
connecting cause with effect that the facts look otherwise. It is inter- 
esting that to the Prison Enquiry Committee’s testimony as to the 
futility of the whole process is added that of Dr. Mary Gordon,‘ 


* As, for example, the discussion of the Silence Rule, p. 7; the complaisant 
reference to education in prison, pp. 127-28; the comforting assurance of religious 
and spiritual ministrations, p. 5. See English Prisons Todcy, pp. 353, 562, 359. 

*P.77 

3} He is vice-president of the Borstal Association, which provides institutions 
for this class of young offenders. 
‘Gorden, Penal Discipline, p. xi. 
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for years an inspector of prisons under Sir Evelyn Ruggles-Brise, 
Her final judgment is that the prison system is “a gigantic irrelevance 
—a social curiosity.” “If the system had a good effect on any 
prisoner I failed to mark it,” she continues. “I have no shadow of 
doubt of its power to demoralize, or of its cruelty. It appears to me 
not to belong to this time or civilization at all We not only 
do not deter, but we actually make over our criminal to crime 

We merely ill-treat a man or a woman who still ignores and escapes 
us.” It is perhaps the fate of many able administrators that they 
lose sight in developing administrative devices of the ultimate purpose 


which the system should serve. 
SOPHONISBA P. BRECKINRIDGE 
UNIVERSITY OF CHICAGO 


Inheriting the Earth, or The Geographical Factor in National 
Development. O.D. VON ENGELN. New York: Macmillan 
Co., 1922. 8vo. pp. xvi+379. 


Inheriting the Earth possesses the merit of bringing together a 
mass of material hitherto available only in scattered and recondite 
places. It calls attention to the too often neglected fact that economic 
forces are operative, not in an equable vacuum, but on a very material 
and a very inequitable earth. It raises squarely the question, “Can 
we continue to exploit the world’s many natural resources, including 
human labor, almost exclusively for the benefit of relatively small 
groups of middle latitude folk ?” 

The comprehensiveness of the subject compels the author to dip 
into political and social geography, as well as to discuss several angles 
of economic geography, but the heart of the study is found in the final 
chapters—chapters which deal with present and future economic use 
of middle and low latitude regions and resources. 

The book is well worth reading, but the reader must be vigilant 
against the temptation to accept any of its statements without 
corroborative evidence. Not a few of the conclusions are unsub- 
stantiated hypotheses as yet; and many of the citations quoted in 
their support are of doubtful trustworthiness. The reader whose 
foundation in geography is solid will readily detect these weaknesses. 
Others will need to use the volume with scepticism. 


D. S. WHITTLESEY 
UNIVERSITY OF CHICAGO 





